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SCARCE CURRENCIES AND THE INTERNATIONAL 
MONETARY FUND 


E. M. BERNSTEIN 


I 


; provisions of the proposed In- 
' | ternational Monetary Fund deal- 
4 ing with scarce currencies’ have 
‘fecently received considerable attention. 
Because of the importance of the prob- 
Tem, the extensive discussion of the 
| Scarce currency provisions of the Fund 
‘should be welcomed. This paper is con- 
cerned primarily with those particular 
aspects of the problem covered by the 
"provisions of the Fund and with the criti- 
isms that have been made of these pro- 
visions. 

The concept of a scarce currency is 
used to connote a large and prolonged 
surplus in the balance of payments of one 
country, accompanied by deficits in the 

ces of payments of a considerable 
Dumber of other countries.* Because of 
the special character of the problem, the 


*Artides of Agreement (Washington: U.S. 
‘Treasury, 1944), Art. VII, pp. 13-15. 

*It is, of course, possible to have a scarcity of 
‘two or more currencies. As the number of countries 
with a surplus in their balances of payments grows 
larger, the problem becomes one of widespread dis- 
‘quilibrium in international payments rather than 
‘One of scarcity of currencies. 


general scarcity of a currency must be 
distinguished from the scarcity of ex- 
change resources experienced by one or 
more countries as a result of persistent 
deficits in their balances of payments 
with many other countries. It must also 
be distinguished from a temporary scar- 
city of exchange resources resulting from 
fluctuations in the balance of payments 
in which countries with alternating sur- 
pluses and deficits in their international 
accounts may, during the periods of defi- 
cit, be short of foreign exchange. The 
distinctive feature of the scarcity of a 
currency is the pervasive character of 
the need by other countries for addi- 
tional foreign exchange resources to be 
used to make payments to one particu- 
lar country. As a practical matter, it 
should be noted that a real scarcity can 
occur only in the currency of a great 
trading and investing country, since only 
such a country can develop a surplus in 
its balance of payments of sufficient 
magnitude to affect significantly the ex- 
change resources and the exchange poli- 
cies of many other countries. 


The scarcity of a currency in any peri- 
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od is an objective fact apparent from an 
examination of the pattern of interna- 
tional payments. It does not in any sense 
imply that the causes of the scarcity are 
necessarily to be found in the policies of 
the surplus country, nor, for that matter, 
in the policies of the deficit countries. 
The causes of the scarcity in any particu- 
lar case are likely to be complex, and the 
scarcity may be the resultant of the in- 
teraction of a number of factors. Cer- 
tainly, whatever scarcity there may have 
been in the dollar in thé 1930’s cannot be 
attributed to any one cause in any one 
country. All the international monetary 
developments in the 1930’s were related 
in innumerable ways to the economic and 
political disorders of the period. In a 
world economy with multilateral pay- 
ments the causes of the scarcity of a cur- 
rency can be determined only from a 
complete analysis of the whole pattern 
of international payments—not only the 
balances of payments of the country 
whose currency is scarce and of the coun- 
tries with the larger deficits but also the 
balances of payments of other countries 
with moderate surpluses or deficits. 

A large and prolonged surplus in a 
country’s balance of payments on cur- 
rent and capital account can cause pres- 
sure to develop on the exchanges in 
many countries, and its currency may 
then be said to become scarce. When this 
happens, the countries in need of the 
scarce currency have no alternative ex- 
cept to deplete their monetary reserves 
or to take measures to restrict their ob- 
ligations in the scarce currency. The de- 
veloping scarcity of the currency may be 
evident from any one or more of the fol- 
lowing conditions: the accumulation of 
unusually large amounts of gold by the 
surplus country, the general deprecia- 
tion of other currencies relative to the 
scarce currency, the widespread use by 
other countries of exchange controls on 


current transactions, the imposition of 
tariff and other restrictions on imports, 
or the deliberate adoption of a policy of 
deflation in a number of countries. Ob- 
viously, the use of such techniques to re- 
duce or limit the incurring of obligations 
in a currency, if they are successful, will 
correct the scarcity. The restrictions im- 
posed for this reason would then be evi- 
dence of a previous scarcity or of an im- 
pending scarcity of a currency. 

If countries held very large monetary 
reserves and were in a position to use 
such monetary reserves to meet deficits 
in their balances of payments, it might be 
possible for them to maintain orderly ex- 
change arrangements and avoid restric- 
tive measures, while the scarcity of a cur- 
rency is corrected. In fact, however, few 
countries are prepared to use any con- 
siderable quantity of their monetary re- 
serves in this way. While the aggregate 
monetary reserves outside the United 
States will perhaps amount to as much 
as $16 billion, in gold and U‘S. dollars, 
after urgent postwar needs have been 
met, it is unlikely that these countries 
will be prepared to use more than a small 
part of these reserves, say $5 billion, to 
meet deficits in their balances of pay- 
ments with the United States. In the un- 
certain postwar period the use of re- 
serves of this magnitude might not be 
adequate to maintain the exchanges if 
there were a scarcity of a major currency, 
and countries would not continue to 
draw down their monetary reserves when 
there is no prospect of reversing the 
trend. It is almost certain that, after a 
considerable decline in monetary re- 
serves, nearly all countries would feel 
impelled to take other measures to halt 
the reduction in their monetary reserves 
and to restore balance in their interna- 
tional accounts. 

In the absence of the Fund, how 
would countries go about restricting 
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their demand for a scarce currency? Pre- 
sumably, they would use the same tech- 
niques as in the 1930's, although, no 
doubt, with greater ingenuity, with 
greater promptness, and with greater 
severity. The control of exchange trans- 
actions to prevent a flight of capital 
would be inevitable. There would cer- 
tainly be restrictions on imports from 
the country whose currency becomes 
scarce either through exchange control 
or through trade devices. In addition, 
there would probably be moratoria on 
the transfer of earnings from invest- 
ment, the repayment of debts, and the 
outward repatriation of capital. There 
would also be some exchange deprecia- 
tion, although this is not likely to be an 
effective method of dealing with a scarce 
currency, because the adjustment of the 
balance of payments in this way may 
take time and may not be entirely pre- 
dictable. In some instances countries 
might attempt to restore their export 
position by a planned reduction in do- 
mestic prices and costs. But the cases 
would probably be few. 


It is doubtful whether many countries 
would be content to meet the problem, 
as some did in the 1930’s, merely by a 
severe restriction of payments in the 
scarce currency. Countries in need of im- 
ports for their industries and consumers 
would have to find alternative sources of 
supply. They would undoubtedly seek 
such supplies through direct arrange- 
ments that would not involve a drain on 
their depleted monetary reserves—that 
is, through barter agreements, bilateral 
clearing arrangements, or other devices 
that divert trade from their normal chan- 
nels.’ Such bilateral measures, while not 
necessarily resulting in a reduction in the 


On this point see E. F. Shumacher, “The New 
Currency Plans,” Bulletin of the Institute of Statis- 
tes (Oxford), V, Suppl. No. 5 (October 7, 1943), 
22-23. 





aggregate volume of trade, would un- 
questionably mean a loss of some of the 
advantages of international specializa- 
tion. They would, of course, be in direct 
conflict with the purposes of the Fund 
toestablish stable and orderly exchange ar- 
rangements which would facilitate a mul- 
tilateral system of international payments 
and which would eliminate exchange re- 
strictions that hamper world trade. 


II 


Apart from periods of war, there has 
apparently never been a scarcity of a 
major currency except during a few years 
in the 1930’s.* In the 1930’s the dollar 
did become scarce, for a number of rea- 
sons. The largest factor in the scarcity 
of the dollar in this period was the per- 
verse movement of capital to the United 
States. A contributing factor was the 
deep depression in this country.’ Many 


4 Despite Kindleberger’s interesting discussion, I 
find no real evidence of a chronic scarcity of dollars 
before the 1930’s. See C. P. Kindleberger, ‘“Inter- 
national Monetary Stabilization,” Postwar Economic 
Problems, ed. S. E. Harris (New York, 1943), pp. 
375-95- 


5 From 1934 to 1938 the net inflow of gold to the 
United States amounted to $6.973 billion. The rele- 
vant net items in the balance of payments account- 
ing for this inflow of gold are approximately as fol- 
lows: current transactions (including silver imports) 
$0.903 billion; capital transactions, $4.456 billion; 
residual, $1.614 billion. The greater part of the 
residual is likely to reflect unrecorded capital move- 
ments (The United States in the World Economy 
(Washington: Department of Commerce, 1944}, 
Appen., Table I). 

In analyzing the change in capital movements 
during this period to determine its relationship to 
the scarcity of the dollar, a distinction should be 
made between the building-up of official balances 
in this country (which do not, in fact, deplete the 
monetary reserves of other countries), the flight of 
private funds to this country, the repatriation of 
American funds from abroad, and the halt in Ameri- 
can investments abroad. 

On the current-account side, it should be noted 
that, while the surplus of the United States from 
1934 to 1938 was moderate in size, the current- 
account surplus was undoubtedly kept down by ex- 
tensive use of exchange control. 
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of the exchange practices of the 1930’s, 
which the Fund is expected to help elimi- 
nate, were in part a consequence of the 
serious distortion in the pattern of inter- 
national payments which was marked 
by the scarcity of the dollar. The Fund 
cannot neglect, therefore, to make pro- 
vision for dealing with the scarce cur- 
rency question. The international eco- 
nomic problems of the postwar period 
areertain to be exceptionally difficult, 
and the Fund must take account of the 
possibility that the scarcity of a major 
currency may develop. The Fund agree- 
ment is intended to provide a practical 
and reasonable basis for dealing with a 
scarce currency within the framework 
of the policy of co-operation on interna- 
tional monetary problems. 

The possible scarcity of a currency is 
but one of a number of international 
monetary problems which can be settled 
intelligently only by establishing harmo- 
nious international economic relations 
that will contribute to the realization of 
the broader objectives of economic poli- 
cy. Fortunately, there is general recogni- 
tion in all countries that the primary ob- 
jectives of economic policy after the war 
must be the maintenance of high levels 
of employment and rising standards of 
living. In nearly every country the con- 
trast of inadequate employment and 
production in the early 1930’s with the 
enormous expansion of employment and 
production during the war has made the 
public conscious of the necessity of posi- 
tive measures to realize the objectives of 
economic policy. While such measures 
must be largely domestic in character, 
their success will be facilitated by inter- 
national co-operation to assure a large 
volume of international trade, adequate 
international investment, and an ap- 
propriate pattern of international pay- 
ments. Otherwise, some countries will 
find that the measures they take to at- 


tain the objectives of their economic 
policy will be ineffective because of con- 
flicting measures in other countries. For 
this reason, it is essential to have a com- 
mon international monetary policy. The 
Fund provides the basis for harmonious 
international economic relations by as- 
suring co-operation to establish a com- 
mon international monetary policy.’ 

The scarcity of a currency would re- 
flect a serious distortion in the pattern 
of international payments which must 
ultimately lead to a disruption of inter- 
national trade and investment if meas- 
ures are not taken to prevent a break- 
down of exchange relationships. One of 
the purposes of the Fund is to help re- 
store the interconvertibility of curren- 
cies and multilateral settlement for cur- 
rent international transactions. Unless 
the Fund provides other methods of ad- 
justment, the scarcity of a currency, un- 
der such conditions, might result in a 
general limitation by other countries of 
their external payments and in a conse- 
quent large reduction in international 
trade. When payments are reduced to 
countries other than the one whose cur- 
rency is scarce, the burden of adjust- 
ment is merely shifted to them. This 
process of general limitation increases 
the pressure on other countries and com- 
pels them to take restrictive measures on 
their part. The widespread reduction in 


international payments which would be - 


brought about in this way could not cor- 
rect the scarcity of a currency except to 
the extent that it would directly affect 
payments to the country whose currency 
is scarce. Obviously, any attempt to cor- 
rect the scarcity of a currency through 
generally restrictive measures would dis- 
rupt the economy of many countries. 
Therefore, the Fund must find means of 


*E. M. Bernstein, “A Practical International 
Monetary Policy,” American Economic Review, 
XXXIV (1944), 771-84. 
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dealing with the scarcity of a currency 
in a manner in conformity with its pur- 
poses and not destructive of internation- 
al trade and investment. 

The provisions of the Fund agreement 
establish standards for exchange policy 
which would make it possible to deal 
with the scarcity of a currency with a 
minimum of disturbance to international 
trade and investment. The members of 
the Fund would undertake to maintain 
stable and orderly exchange arrange- 
ments and freedom in exchange transac- 
tions, and the Fund would make its re- 
sources available to help countries that 
pursue such exchange policies. Obvious- 
ly, these exchange policies are possible 
only if countries succeed in establishing 
and maintaining a pattern of interna- 
tional payments in which each country 
would find that the receipts from its in- 
ternational transactions on current and 
capital account are, on the average, ade- 
quate to provide for its international ob- 
ligations. With such a pattern of interna- 
tional payments no currency would be 
scarce in the sense that it could be ac- 
quired to the extent needed only by an 
excessive reduction in the monetary re- 
serves of other countries, and countries 
would not find it necessary to take re- 
strictive measures to reduce promptly 
their obligations to provide foreign ex- 
change for current transactions. 

With an appropriate pattern of inter- 
national payments the balance of pay- 
ments of each country would depend 
upon the structure of its economy and 
the present and prospective state of its 
economic development. Without elabo- 
rating its characteristics in detail, such 
@ pattern of international payments 
would permit each country enjoying a 
high level of employment to maintain a 
balance of payments that would assure 
the normal growth in its monetary re- 
serves and that would not compel adjust- 


ments which might lead to inflation or 
deflation. It would mean that the bal- 
ance of payments of each country on cur- 
rent account, after allowing for growth 
in its monetary reserves, would be ad- 
justed to the need of some countries for 
foreign capital for development and the 
capacity of other countries to provide 
capital for foreign investment. Finally, 
the balance of payments in each country 
would be gradually adjusted to its inter- 
national economic position, thus pre- 
venting the development of a scarce cur- 
rency and avoiding the need for extreme 
measures that would generate inflation 
or deflation in the world economy. 

In a fundamental sense, the one way to 
prevent or to correct the scarcity of a 
currency is to maintain or restore an ap- 
propriate pattern of international pay- 
ments. But the purpose and the effect of 
such a pattern of international payments 
are far more significant than its relation 
to the scarcity of a currency. Such a pat- 
tern of international payments is essen- 
tial to the harmonious international eco- 
nomic relations which can assure each 
country that the measures it takes to 
maintain high levels of employment and 
rising standards of living will not be 
neutralized or defeated by contradictory 
measures in other countries. The Fund 
is intended to help establish and main- 
tain such a pattern of international pay- 
ments. When, for any reason, interna- 
tional payments become unbalanced, 
temporarily or for an extended period, 
the Fund would help countries to restore 
balance in their accounts in an orderly 
manner without resorting to competitive 
exchange depreciation, restrictive ex- 
change controls, or other measures that 
reduce the volume of international trade 
and discourage international investment. 
The scarce-currency provisions of the 
Fund are designed to help member-coun- 
tries to maintain stable and orderly ex- 
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change arrangements during a period of 
serious distortion in the pattern of inter- 
national payments while they adopt cor- 
rective measures in harmony with the 
purposes of the Fund. 


III 


The Fund deals with two phases of the 
scarce-currency problem. The first is a 
general scarcity, when the distortion of 
the pattern of international payments 
results in large and persistent deficits in 
the accounts of a considerable number of 
countries with a surplus country. A gen- 
eral scarcity must be tested in three 
ways: by the size of the surplus, by the 
pervasiveness of the deficits, and by the 
persistence of the unbalance. If, for ex- 
ample, the United States were to have 
an aggregate surplus in its international 
accounts on the order of $2 billion a year, 
on current and capital account, with 
some fifteen or twenty countries, and 
such a surplus should persist for about 
three years, the Fund would have to con- 
sider whether this balance of payments 
were likely to be reversed or to persist.’ 
If there were reason to believe that the 
distortion in the pattern of international 
payments would persist, the Fund would 
have to deal with a general scarcity of 
dollars. The Fund could so inform mem- 
bers and issue a report setting forth the 
causes and the recommendations designed 
to bring the scarcity to an end.® 

The second phase, a scarcity in the 
Fund’s holdings of the currency, is not 

7 Note that in the five years from 1934 to 1938 
the surplus on current and capital account amounted 
in all to nearly $7 billion and did not reach $2 billion 
in any year. After 1938, war conditions dominate 
the balance of payments, and it is not possible to 


apply the concept of a scarce currency. See n. 5, 
above. 

8 Articles of Agreement, Art. VII, sec. 1, pp. 13-14. 
The Fund is not required to issue a report on a gen- 
eral scarcity. If it should decide to issue such a 
report, a representative of the member whose cur- 
rency is scarce would participate in preparation of 
the report. 


likely to occur until a general scarcity in 
the currency has existed for a long time. 
This is simply a reflection of the quanti- 
tative relationship between the total 
deficits with a general scarcity and the 
amount of the Fund’s resources. Assume 
that twenty countries with aggregate 
quotas of $4 billion have deficits of $6 
billion in their current and capital ac- 
counts with the United States over a 
three-year period. Assume that the bal- 
ance of payments of all other nondeficit 
countries, on current and capital account, 
permits them to acquire monetary re- 
serves equal to $1.1 billion during this 
three-year period and that the deficits to 
these countries are met without having 
recourse to the Fund. Unless the Fund 
were to restrict the use of its resources by 
the twenty deficit countries, they could 
in this period acquire up to $3 billion 
from the Fund for their local currencies 
within the quantitative limitations based 
on their quotas and use these resources 
to meet part of their deficits with the 
United States. To do so, however, they 
would have to reduce their own mone- 
tary reserves by an equivalent amount, 
provided their reserves exceed their 
quota. This would mean that the larger 
part of the newly mined gold in this 
three-year period, say $2.8 billion, would 
have to be used for payments to the 
United States. The deficit countries 
could finance the remaining $3.2 billion 
by using the Fund’s resources (net) to 
the extent of, say, $2 billion and by draw- 
ing down their own reserves to the ex- 
tent of $1.2 billion.* Such a balance of 


* Ample allowance is made in these figures for 
countries whose monetary reserves are less than 
their quotas and who are not required to use their 
reserves in equal amount with their purchases of 
exchange from the Fund. On the other hand, no 
allowance is made in this illustration for acquisition 
by the Fund, through repurchases, of any part of 
the $1.1 billion in newly mined gold produced out- 
side the United States which is acquired by other 
nondeficit countries. 
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payments for the United States would 
clearly be a case of a general scarcity of 
the dollar; yet very little more than half 
of the Fund’s resources of gold and dol- 
lars would be used in meeting deficits of 
this magnitude. 

When the Fund’s own holdings of a 
currency appear to be inadequate to 
meet the expected demand of member- 
countries, the Fund can replenish its 
holdings of the currency by selling gold 
to the member, by borrowing the cur- 
rency from the member on terms and 
conditions agreed between them, or, with 
the approval of the member, by borrow- 
ing the currency from some other source.*° 
If the Fund will not or cannot replenish 
its holdings of the currency, it must for- 
mally declare the currency scarce and 
apportion its existing and accruing sup- 
ply among member-countries. In appor- 
tioning its sales of a scarce currency the 
Fund would take into account the rel- 
ative needs of each country, the gen- 
eral economic situation, and such other 
considerations as seem pertinent. It 
should be noted not only that the Fund 
will hold a supply of the scarce currency 
at the time it is declared scarce but that, 
through the operations of the repurchase 
provisions and through the imposition 
of charges, the Fund will have a constant 
flow of the scarce currency and gold 
available for sale to members. 

When a formal declaration of the 
scarcity of the Fund’s holdings of a cur- 
rency has been made, all members are 
authorized temporarily to impose limita- 
tions on the freedom of exchange opera- 
tions in the scarce currency. It should be 
noted that this authorization is not lim- 
ited to countries that have a deficit in 
their balance of payments in the scarce 
currency, and countries with adequate 
monetary reserves are permitted to im- 
pose limitations on the freedom of ex- 


* Articles of Agreement, Art. VII, sec. 2, p. 14. 


change operations in the scarce currency. 
This is necessary because, if the deficit 
countries impose limitations on transac- 
tions in a scarce currency—say dollars— 
while the nondeficit countries do not, it 
would be possible for the deficit countries 
to acquire imports payable in dollars in- 
directly through the other countries. Un- 
less the nondeficit countries supervised 
and controlled re-exports, they could be 
compelled to use their monetary reserves 
in financing the surplus in the balance of 
payments of the country whose currency 
is scarce." To avoid such a drain on the 
monetary reserves of countries whose ac- 
counts do not show a deficit in the scarce 
currency, permission is given to all coun- 
tries to limit the freedom of exchange 
operations in the scarce currency. 

The authorization to control exchange 
transactions in the scarce currency is not 
unqualified. Such limitations may be no 
more restrictive than is necessary to re- 
duce the demand for the scarce currency 
to the supply held by, or accruing to, the 
member in question. In the case of a 
country which has a surplus in its bal- 
ance of payments in the scarce currency, 
the limitations that country imposes 
would be confined to preventing a drain 
on its monetary reserves through re-ex- 
ports and other devices. Any member 
limiting exchange transactions in a scarce 


%t This is the answer to Jacob Viner’s inquiry as 
to why it would not be proper “to limit the right 
to apply such regulations to countries which are 
not only short of such currency but are also current- 
ly not having a net accrual of gold.” See the essay 
by Viner in International Financial Stabilization, ed. 
Murray Shields (New York, 1944), p. 59. 

For this same reason some bilateral monetary 
agreements, such as the Belgo-Netherlands agree- 
ment, exclude from the arrangements the financing 
of re-exports. It should be noted that, through the 
repurchase provisions of the Fund, countries ac- 
cumulating the scarce currency or gold would put at 
the disposal of other countries part of the increment 
in their monetary reserves. 


12 Articles of Agreement, Art. VII, sec. 3(6) and 
(c) and sec. 4, pp. 13-14. 





8 E. M. BERNSTEIN 


currency must give sympathetic consid- 
eration to representations of the other 
country regarding the administration of 
such restrictions. The authorization for 
such control of exchange transactions ex- 
pires when the Fund declares the cur- 
rency to be no longer scarce. 

Some critics have expressed the view 
that the authorization to limit transac- 
tions in @ scarce currency is prejudicial 
to the United States."® When a currency 
becomes scarce, there is no practical 
way to limit the scarcity except to allow 
some restrictions in exchange transac- 
tions in that currency. The only alterna- 
tives would be a general limitation on in- 
ternational payments through increased 
trade barriers or a widespread deprecia- 
tion of exchanges (or an appreciation of 
the scarce currency), which may be 
wholly undesirable, particularly if the 
scarcity can in time be corrected in other 
ways.’* Under such circumstances it is 
far wiser to permit a temporary limita- 
tion on exchange transactions. Such re- 
strictions would necessarily be imposed 
in the absence of the Fund. With the 
Fund the restrictions are limited to the 
extent necessary to adjust demand to the 
scarce supply; they are under the super- 
vision of the Fund; and the member- 

13 See, e.g., Leonard P. Ayres, The International 
Monetary Fund (Economists National Committee 
on Monetary Policy) (New York, 1944), pp. 13-14. 

Ray B. Westerfield sees the scarce currency pro- 
visions as the “threat of imposition of exchange con- 
trols” for the purpose of “forcing a creditor country 
to lend freely, to cut exports, or to accept more 
imports” (article in International Financial Stabili- 
sation, p. 78). 

"4 This view has been well expressed by Professor 
Viner. “If a particular country’s currency is gen- 
erally scarce, restrictions in the form of exchange 
licenses or import licenses applied only against 
transactions with that country seem clearly prefer- 
able to the most likely alternative, such as exchange 
depreciation or general increases in trade barriers, 
which would have equally unfavorable impacts on 
the trade of countries whose currencies are not 
scarce as on the scarce-currency country” (article 
in ibid., p. 59). 


country whose currency is involved has 
an opportunity to be heard regarding the 
administration of the controls. Further- 
more, the amount of restriction is bound 
to be less with the Fund, because the 
Fund’s resources supplement the reserves 
of members, the Fund has accruing re- 
sources which are available to mitigate 
the scarcity, and the Fund is in a posi- 
tion to facilitate a correction of the con- 
ditions causing the scarcity. 


IV 


The apportionment of a scarce cur- 
rency by the Fund and the authorization 
to limit exchange transactions in a scarce 
currency are obviously temporary meas- 
ures. They are intended merely to assure 
the maintenance of stable and orderly ex- 
change rates while fundamental remedies 
are worked out through the Fund. The 
principal responsibility of the Fund in 
connection with scarce currencies is not 
to improvise and supervise such emer- 
gency measures as rationing and control. 
Rather, it must try to prevent the de- 
velopment of a scarcity in a currency; 
and, if a scarcity does develop, the Fund 
must try to find means of correcting it. 

A number of provisions of the Fund 
agreement are intended to prevent the 
development of scarce currencies. The 
Fund can refuse to accept an initial par 
value which involves overvaluation or 
undervaluation of a currency and which 
might cause excessive recourse to the 
Fund by the member or by other coun- 
tries.’* Furthermore, the provisions for a 
change in the par value of a currency 
permit orderly exchange adjustments, if 
they become necessary, without incur- 
ring the risk of competitive deprecia- 
tion.” Special provision is made with re- 
spect to exchange rates and exchange 
controls for countries that must deal 


«8 Articles of Agreement, Art. XX, sec. 4(), p. 39 
*6 Ibid., Art. IV, sec. 5, pp. 5-6. 
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with the problems of relief or reconstruc- 
tion and that may need some time to re- 
establish their international economic 
position in the postwar transition peri- 
od."? The Fund may postpone exchange 
transactions with any member if it is be- 
lieved that such transactions would 
merely serve to maintain a fundamental- 
ly unbalanced position, and the Fund 
may declare a member ineligible to use 
the resources of the Fund if the country 
is using them in a manner that prevents 
the restoration of balance.” The Fund 
will be fully informed of the facts, and it 
will be in a position to communicate its 
views to members.*® 

All this should help the Fund in pre- 
venting the development of a scarce cur- 
rency. If a general scarcity of a currency 
should, nevertheless, develop, the Fund 
could issue a report setting forth the 
causes of the scarcity and containing 
recommendations designed to bring it to 
an end. What measures would the Fund 
recommend? What countries would the 
Fund expect to take corrective action? 

The view has been seriously urged that 
it is the obligation of a country whose 
currency becomes scarce to expand its 
imports and investments until it pro- 
vides in these ways a sufficient supply of 
its currency to pay for all of the import 
requirements and other obligations of 
other countries. This is clearly an un- 
tenable position. Such a policy might 
impose upon a country a large expansion 
of money income until prices have risen 
so far that its imports have reached a 
level where, together with investment, 
they will restore balance in its interna- 
tional accounts. In a country in which 


"" Ibid., Art. XX, sec. 4(d),(e), and (f), pp. 39-40; 
and Art. XIV, pp. 29-30. 

" Ibid., Art. XX, sec. 4(4), p. 41; and Art. V, 
Sec. 5, Pp. 9-10. 

* Ibid., Art. VIII, sec. 5, pp. 17-18; and Art. XII, 
sec. 8, p. 28. 


demand for imports is not very sensitive 
to relative prices at home and abroad, an 
enormous expansion of money income 
might be necessary to end the scarcity 
of its currency. There is a reasonable 
basis for saying that a country whose 
currency becomes scarce ought to main- 
tain a high level of employment and to 
lower the barriers to trade. But a coun- 
try cannot be expected to encourage 
domestic inflation in order to balance 
its international accounts. 

Adjustments in international accounts 
are the common responsibility of all 
countries.”’ This is certainly the principle 
recognized in the Fund agreement. When 
one country has a large surplus in its in- 
ternational accounts, it follows that a 
considerable number of other countries 
have deficits in their international ac- 
counts. While the scarcity of a currency 
may be due in part to inadequate im- 
ports by that country, it may also be due 
to excessive imports by other countries. 
This view has been clearly expressed in 
an American memorandum, available to 
the countries represented at Bretton 
Woods. The memorandum states: 


It should not be overlooked that a dis- 
equilibrium in the balance of payments cannot 
be manifested as a problem peculiar to one 
country. Whenever the supply of a member 
country’s currency is scarce, this scarcity is 
likely to be accompanied by excessive supplies 
of the currencies of other countries. In such 
cases the responsibility for the correction of 
the maladjustment is not a unilateral one. It 
will be the duty of the Fund to make a report 
not only to the country whose currency is 
scarce but also to the member-countries who 
are exhausting or are using the resources of 
the Fund in a manner which is not consistent 
with the purposes of the Fund. The report 
should provide a comprehensive analysis of 
the causes of the scarcity and practical recom- 
mendations for remedying the situation. 


2° See the discussion by Joan Robinson, “The 
International Currency Proposals,” Economic Jour- 
nal, LIII (1943), 161-75. 
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The extent to which adjustments should 
be the responsibility of the countries with 
the surplus or the deficit in the balance 
of payments would depend on the facts 
in each case. The Fund will be in a unique 
position to know the facts and to urge on 
members the necessary remedies. 

In considering remedies the immediate 
objective of the Fund must be to assure 
an environment in which measures can 
be successfully taken to restore a reason- 
able balance in international] payments. 
Such an environment must include the 
maintenance of high levels of employ- 
ment in member-countries. Unless the 
great industrial countries maintain high 
levels of employment, they cannot be 
expected to buy the volume of imports 
necessary to maintain an appropriate 
pattern of international payments. The 
distortion in the balance of payments is 
exceptionally large during a world de- 
pression, for the decline in national in- 
come is not the same in all countries; and, 
in addition, there are large differences 
among countries in the sensitivity of 
their imports to changes in national in- 
come. Furthermore, at such times all 
countries are under pressure at home to 
expand their exports to maintain em- 
ployment. The greatest danger of a scar- 
city of a currency is during a period of 
intense and prolonged depression in the 
great industrial countries—for only dur- 
ing a severe depression can imports and 
foreign investment decline by an amount 
sufficiently large to cause widespread dis- 
equilibrium, and only a great industrial 
country can have a surplus in its balance 
of payments sufficiently large to cause a 
scarcity of its currency. 

Sudden changes in the international 
flow of capital may be of primary im- 
portance in the scarcity of a currency. 
Here, too, intense and prolonged depres- 
sion is likely to be the cause of a reversal 
in capital movements. In a period of 


severe depression the economic and psy- 
chological handicaps to foreign invest- 
ment are extremely strong. This is par- 
ticularly the case when the depression is 
accompanied by a distortion in the pat- 
tern of international payments and defi- 
cit countries face difficulties in securing 
sufficient foreign exchange to meet their 
obligations. The enormous influx of capi- 
tal into the United States in the 1930's, 
while this country had a surplus on cur- 
rent account, is an extreme instance of 
this kind. These perverse capital move- 
ments, although in large part of a politi- 
cal character, were also partly due to the 
distortion in the pattern of international 
payments resulting from the great de- 
pression. If the development of a scarcity 
in a major currency is to be prevented, 
countries with a surplus on current ac- 
count, after allowing for the normal 
growth in their monetary reserves, must 
be prepared to use the surplus for inter- 
national investment. 

The adjustments that are necessary to 
restore an appropriate pattern of inter- 
national payments can best be made if 
there is a high level of international trade 
and investment. For this purpose it is 
not only essential to maintain employ- 
ment and production in the industrial 
countries, but it is also necessary to re- 
duce the barriers to international trade 
and the handicaps to international in- 
vestment. The establishment of the 
Fund will encourage countries to take 
further steps in the gradual relaxation of 
the barriers to trade. With assurance of 
stable and orderly exchange arrange- 
ments, countries will be more willing to 
reduce tariffs. A good deal must also be 
done to r-lax trade restrictions in the 
form of import quotas and other admin- 
istrative devices. The expansion of trade 
will of itself facilitate the growth of inter- 
national investment. On the positive 
side, the International Bank for Recon- 
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struction and Development can un- 
doubtedly be an important factor in en- 
couraging international investment. To- 
gether, the Fund and the Bank can help 
to bring about a high level of interna- 
tional trade and investment if the in- 
dustrial countries maintain employment. 

In such a favorable environment it 
would be possible for countries to take 
the steps necessary to restore an appro- 
priate pattern of international payments. 
It is extremely difficult to attempt to re- 
establish the international economic posi- 
tion of a country through exchange ad- 
justment when the volume of trade and 
investment is too small. Because of the 
relatively inelastic demand for imports, 
in terms of price, when the volume of in- 
ternational trade is small, the principal 
efiect of the depreciation of a country’s 
exchange rate at such a time may be to 
turn the terms of trade against the coun- 
try. Furthermore, with a small volume 
of trade any given depreciation of a 
country’s exchange rate can have only a 
relatively small effect on the balance of 
payments. On the other hand, with a 
large volume of trade it is much easier to 
secure an adjustment in international 
payments through a moderate change of 
exchange rates. The elasticity of demand 
for import goods, in terms of price, is 
greater at such times; and the sensitivity 
of international trade to exchange rates 
is correspondingly increased. In fact, 
there may be no satisfactory remedy for 
the scarcity of a currency in a world of 
depression and of inadequate trade. At 
such times only exchange control or im- 
port quotas may be effective in equating 
the demand for the scarce currency with 
the accruing supply. 

A change in the relative prices of im- 
port and export goods can be helpful in 


*On the difficulty of adjustment through ex- 
change depreciation, see G. Crowther, “Anglo- 
American Pitfalls,” Foreign Affairs, XX (1941), 1. 


restoring international equilibrium. Ex- 
change adjustment does this primarily 
by acting on the prices of import goods 
in each country. Unless a deficit country 
is pursuing an inflationary policy, there 
is not much that can or should be done 
to affect the prices of its export goods 
through a reduction of wages. The fact 
is that in many countries a reduction of 
wages can be secured only by severe de- 
flation and prolonged unemployment, 
and no countries are prepared to sub- 
scribe to such a policy. The most promis- 
ing method of lowering costs in export 
industries without risking serious depres- 
sion is through the rationalization of in- 
dustry. Of course, in a surplus country, 
some upward adjustment of wages may 
be possible, although primary emphasis 
should be placed on measures to expand 
employment. On the whole, wage adjust- 
ments cannot be relied on as an impor- 
tant means of restoring international bal- 
ance, although minor adjustments of 
wages may be helpful, particularly when 
supplemented by other measures. 

It is impossible to predict which of 
these various remedies the Fund would 
recommend to the surplus and deficit 
countries without knowing all the facts 
at the time the scarcity of a currency de- 
velops. The effectiveness of the remedies 
will differ in the various countries. It 
may be that none of the remedies would 
be adequate to restore equilibrium in a 
few deficit countries, which might then 
be permitted by the Fund to continue 
for a longer time some measure of gen- 
eral exchange control after international 
accounts have been reasonably well bal- 
anced in all other countries. Whatever 
the precise remedies the Fund would 
recommend, there can be no doubt that 
their effectiveness will depend on estab- 
lishing a favorable environment for ad- 
justment—that is, the maintenance of 
employment in the great industrial coun- 
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tries, a high level of international trade, 
and adequate international investment. 


V 


In considering the provisions of the 
Fund agreement for dealing with a scarce 
currency, it should be borne in mind that 
the Fund is not intended to provide re- 
sources that would prevent a currency’s 
becoming scarce regardless of the degree 
of distortion in the pattern of interna- 
tional payments. It is not to the advan- 
tage of any country to offset a large and 
continued scarcity of a currency by un- 
limited use of monetary reserves, wheth- 
er the member’s or the Fund’s. The re- 
sources of the Fund are most effectively 
used to meet adverse balances where an 
adjustment in international accounts 
can be made within a few years. When 
a general scarcity of a currency develops, 
the Fund must attempt to restore an ap- 
propriate pattern of international pay- 
ments without meeting in full all the re- 
quests for the purchase of the scarce cur- 
rency. It is precisely for this reason that 
the Fund is empowered to apportion its 
sales of the scarce currency and to au- 
thorize limitations by members on trans- 
actions in the scarce currency. 

Under the circumstances, it is difficult 
to see any justification for the criticism 
that the Fund, as projected, could not 
meet the expectations of other countries 
for the acquisition of dollars in a period 
of scarcity. The aggregate gold and dol- 
lar holdings of the Fund at the time of 
its establishment are expected to be 
nearly $4 billion. The quotas of all coun- 
tries other than the United States would 
be about $6 billion; and the difference 
between the Fund’s holdings of their 
currencies and 200 per cent of their 
quotas would amount, in the aggregate, 
to about $7.25 billion. The ratio of the 
gold and dollar holdings of the Fund to 
this total of unused quotas would be ap- 


proximately 55 per cent. Is there any- 
thing dangerous or undesirable in such 
a ratio? It should be noted that this js 
the largest ratio of its kind in the Fund. 
For example, the same ratio for sterling 
would be about 32 per cent, and for other 
currencies correspondingly less. It would 
require deficits in the balance of pay- 
ments of all countries with the United 
States to the extent of about $10 billion 
over a three-year period before the Fund 
would exhaust its gold and dollar hold- 
ings. The Fund’s resources are not in- 
tended to cover such enormous deficits 
due to any one country. They are more 
than adequate to meet large deficits over 
a longer period if they should be due toa 
number of countries. 

Neither the United States nor other 
countries can have any reason for per- 
mitting deficits in the balance of pay- 
ments of this magnitude to develop with 
this country in a three-year period. Such 
a large and persistent surplus in the bal- 
ance of payments of a country is intended 
to be dealt with as a scarce currency. 
There is no merit in having countries ex- 
haust their own reserves and the Fund’s 
resources in meeting a persistent scarcity 
of one currency. If the pattern of inter- 
national payments in the postwar period 
should be such that over a short period 
$10 billion is due on current and capital 
account to one country or a small group 
of countries, the Fund would be fully 
justified in restricting the development 
of such a distortion in the pattern of in- 
ternational payments. The continuation 
of such deficits in the international ac- 
counts of a considerable number of coun- 
tries would increase the difficulty of re- 
storing an appropriate pattern of inter- 
national payments. The Fund cannot be 
expected to encourage or permit such 
large balance of payments deficits by 
making available the resources to meet 
them. That is clear to all countries. 
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Is it possible to have a scarcity of dol- 
lars if the international payments of this 
country are nearly balanced? J. H. Wil- 
liams writes: 

The greatest weakness of the Fund, from a 
mechanical standpoint, is that while other 
countries in paying for their exports would 
use up the Fund’s supply of dollars our own 
payments for imports would not replace these 
dollars. Thus, even though this country had 
an even balance of payments position the 
Fund’s holdings of dollars would be rapidly 
exhausted. 


As a consequence, he sees the Fund “‘con- 
stantly threatened with a shortage of 
dollars and constantly in danger of being 
glutted with other currencies.” The diffi- 
culty, as he sees it, is that the dollar is a 
key currency and our payments are made 
in dollars, not in other currencies.” 

Let us suppose that one group of coun- 
tries (A) has a surplus in their balances of 
payments with the United States of $1 
billion and that their balances of pay- 
ments with another group of countries 
(B) is even, whereas the United States 
has a surplus in its balance of payments 
of $1 billion with the B countries and a 
deficit of $1 billion with the A countries. 
As a consequence, the policy of the 
United States being not to use the re- 
sources of the Fund, the A countries 
would accumulate $1 billion in gold or 
dollars regardless of whether our imports 
were invoiced in dollars or in foreign cur- 
rencies. On the other hand, the B coun- 
tries could acquire from the Fund $1 bil- 
lion in dollars to meet their deficits with 
the United States. 

In the first instance, the Fund would 
have $1 billion less in dollars and $x bil- 
lion more in other currencies. But the 
countries that have used the Fund’s re- 
sources must repurchase their currencies 
from the Fund until the net decrease in 


= “Tnternational Monetary Plans: After Bretton 
Woods,” Foreign Affairs, XXIII (1944), 46-47. 
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their holdings of monetary reserves is 
equal to the increase of the Fund’s hold- 
ings of their currencies. If, therefore, the 
B countries accumulate as much as $1 
billion in gold, they would be obligated 
to repurchase all of the Fund’s increase 
in the holdings of their currencies. Assum- 
ing that there has been no increase in 
their gold holdings, the newly mined gold 
having all gone to other countries, the B 
countries would still be obligated to re- 
purchase one-half of the Fund’s acquisi- 
tions of their currency, until their mone- 
tary reserves are equal to their quotas— 
that is, a maximum of $500 million. As- 
suming, also, that the A countries have re- 
ceived none of the newly mined gold, they 
would have to repurchase their curren- 
cies from the Fund to the extent of one- 
half of the increase of $1 billion in their 
gold and dollar reserves, until the Fund’s 
holdings of their currencies are equal 
to 75 per cent of their quotas—that is, a 
maximum of $500 million. If, therefore, 
the A countries and the B countries were 
subject in full to the repurchase require- 
ments, the Fund would receive $1 billion 
in gold and dollars through these provi- 
sions. Other factors, such as inadequate 
monetary reserves in the B countries or 
inadequate holdings of the A currencies 
by the Fund, may limit the extent of the 
repurchases; and, as a consequence, the 
Fund may acquire from the A and B 
countries through the repurchase provi- 
sions, less gold and dollars than the 
amount of dollars it sold.* 


*3 The repurchase provisions are of major signi- 
ficance in maintaining the liquidity of the Fund 
and the revolving character of its resources. Limi- 
tation of space prevents a full discussion of the de- 
tails of these provisions in this paper. The question 
will be discussed fully in another paper, now in 
preparation. 

In general, gross obligations to repurchase cur- 
rencies from the Fund exceed one-half the sum of the 
increases in the Fund’s holdings in the currencies 
of countries with deficits in their international ac- 
counts. This is due to the fact that the production 
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Even if the Fund’s holdings of dollars 
are reduced for a time, there should be no 
objection to financing with dollars the 
surplus in the balances of payments of the 
A countries. After all, the initial gold re- 
sources of the Fund, amounting to about 
$1.8 billion, are subscribed by all coun- 
tries in order to finance a surplus in the 
balance of payments of any country. The 
use of dollar resources of this amount 
would be fully justifiable in meeting a 
surplus in the balances of payments of 
other countries. In practice, it is clear 
that a net reduction of $1.8 billion in the 
Fund’s dollar resources could not occur 
if the United States were to have an even 
balance of payments. On the contrary, 
at such times the gold and dollar re- 
sources of the Fund would be likely to 
grow. It is not easy to conceive of the A 
countries absorbing for a number of 
years all of the newly mined gold outside 
the United States, a considerable amount 
of the monetary reserves of the B coun- 
tries, and a few billions from the Fund. 
But if such a situation should develop, 
the Fund can treat it as a general scar- 
city of the A currencies, issue its report, 
and make its recommendations. The 
realities of the situation make it entirely 
unlikely that, if the United States main- 
tains reasonable balance, there will be a 
scarcity of dollars. 

The view has been expressed that the 


of newly mined gold increases the monetary reserves 
of all countries by approximately that amount. The 
net repurchase obligations fall short of the gross 
repurchase obligations because they do not apply 
to a country whose monetary reserves are less than 
its quota or to a country whose currency the Fund 
holds in an amount less than 75 per cent of its quota. 
Net obligations to repurchase are also diminished 
when there is a flow of monetary reserves from mem- 
ber-countries to nonmember-countries. Because of 
the working-balance provision, private holdings of 
reserves do not, in fact, affect net repurchase 
obligations. 


Fund would break down if the dollar 
should become scarce. This appears to be 
a mistake in judgment on the significance 
of the functions of the Fund. A scarcity 
of dollars in the Fund would mean two 
things: the Fund would no longer sell 
dollars under the provisions of Article 
V, section 3(a); and members would be 
authorized temporarily to limit exchange 
transactions in dollars. In all other re- 
spects the Fund would function in pre- 
cisely the same way as if there were no 
scarcity. Exchange rates and exchange 
policies would continue to be subject to 
the provisions of the Fund agreement. 
The Fund’s exchange transactions would 
go on much as before. It would have ade- 
quate holdings of the forty-three cur- 
rencies other than the dollar, and it 
would sell such currencies to members to 
meet deficits in their international ac- 
counts. The Fund would never suspend 
its sales of dollar exchange, although, 
like member-countries, it would have to 
limit its sales of dollars. The Fund would 
have some gold and dollars at the time 
the scarcity is declared, and it would re- 
ceive additional gold and dollars from 
its other transactions. These resources 
would be sold under Article VII, section 
3(a), by apportioning the Fund’s existing 
and accruing supply. In the meantime, 
the Fund would report on the situation 
and make such recommendations as it 
found necessary. In fact, the need for the 
Fund would be most acute, and its work 
would be of the greatest importance, 
when a major currency becomes scarce. 
At such a time the world might other- 
wise be threatened with serious exchange 
disorders. Fortunately, the Fund pro- 
vides a fair, orderly, and effective means 
of dealing with the problem. 


University or NortH CAROLINA 
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SHIPPING IN THE IMMEDIATE POSTWAR YEARS 


WILLIAM DIEBOLD, JR. 


GENDA, outlines, and lists of post- 
A war problems usually identify 
“shipping” as one of the topics 
to be discussed. Yet there has been re- 
markably little written on the subject 
except by those whose regular work is in 
the field. Most of the material on post- 
war shipping consists of articles, speeches, 
and interviews by members of the Mari- 
time Commission and its staff, by per- 
sons in the shipping industry, or by 
journalists deriving their information 
principally from these sources. Only a 
few articles have been published by what 
may be styled “objective observers” — 
the students of affairs who provide the 
bulk of what one finds in our learned or 
specialized journals.’ This is not a new 
state of affairs. During the interwar peri- 
od there were perhaps half-a-dozen seri- 
ous books on shipping policy published 
in the United States, apart from govern- 
ment documents or reports by the in- 
dustry itself. Considering the importance 
of the subject, the absence of material is 
surprising and its reason not apparent. 
Shipping is no more “technical” a sub- 
ject than dozens of others regularly dis- 
cussed by economists, political scien- 
tists, and other students. 


*These are the principal articles which have 
come to my attention; I am indebted to all of them 
for material and ideas: Kurt Lachmann, “The 
Shipping Problem at the End of the War,” Social 
Research, February, 1943; J. Hans Adler, “British 
and American Shipping Policies: A Problem and 
& Proposal,” Political Science Quarterly, June, 1944; 
Clair Wilcox, “Merchant Marine. I. The Postwar 
Fleet” and “Merchant Marine. II. The World 
liew,” Fortune, November and December, 1944. 
See also my article, “A Merchant Marine Second to 
None?” Foreign Affairs, July, 1943. 


The meagerness of the literature en- 
courages publication of an article such 
as this one, limited in scope, inconclusive 
on many points, and based in large part 
on fragmentary data. I have tried to set 
out here the chief elements of some of the 
leading world shipping problems likely 
to arise in the years immediately after 
the war. The so-called “transition peri- 
od”’ may be roughly defined as the time 
when the major changes are made that 
put the world’s economy on a peace in- 
stead of a war basis, beginning presum- 
ably with the cessation of hostilities in 
Europe. In terms of American policy, 
this is the period in which the first array 
of major problems not soluble in “win- 
the-war” terms appears. This article is 
by no means a complete discussion of the 
world shipping situation in the transi- 
tion years, but it is hoped to make clear 
at least some of the considerations essen- 
tial for the formation of United States 


policy. 


I. THE SIZE OF THE POSTWAR 
MERCHANT FLEET 


The first step in discussing policy is to 
learn the facts of the situation out of 
which policy grows and on which it 
operates. Wartime changes in national 
merchant fleets have, for the most part, 
been regarded as military secrets, but 
sufficient data have been published to 
make it worth while constructing some 
estimates. The figures given in Table 1 
and discussed in the text are the result 
of several years’ observation of shipping 
developments accompanied by frequent 
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revision of estimates. The chief feature 
of the method used has been extensive 
cross-checking to establish the reliability 
of each set of published figures. Official 
announcements, clearly inspired state- 
ments, and the comments of well-in- 
formed observers have all been evaluated 
in this way before being used. The textu- 
al discussion is only a summary of the 
method used to compute the estimates; 


TABLE 1 


WARTIME CHANGES IN WORLD SHIPPING 
(Millions of Gross Tons) 








To the 
End of 
1943 


Category 





Losses: 
United Nations and neu- 
tral 
German and Italian.... ©.7- 1. 
1.0 2. 


Marine ©.5- 0. 





3.2- 6. 





United States 
British Commonwealth. 
Continental Europe... 


12.0-12. 
2.5- 2. 
0.2- 1. 
0.2- 0. 





14.9-16. 





8.9-13.0 











* The lower figure for the 1944 range combines the higher 


estimate for losses with the lower for building; the upper com- 


bines high building and low losses. 


only a few sources have been cited, cover- 
ing key figures or the latest data. The 
margin of error on some of the figures 
must, of course, be quite great. But there 
is reason to believe that the over-all esti- 
mates are not more than about 10 per 
cent off. 

The data on wartime changes are pre- 
sented in two groups: those to the end of 
1943 and those for 1944. This seems 
expedient, since, at the time of writing, 
scantier data are available for 1944 than 
for the earlier period. 


All statistics in this article are in gross 
tons, unless it is specifically stated other- 
wise.’ Figures published in dead-weight 
tons have been reduced by one-third to 
put them on a gross-tonnage basis. Cer- 
tain discrepancies arise from the fact 
that different sets of statistics vary as to 
the smallest vessels included as “sea- 
going.”” Whenever possible, such differ- 
ences have been noted, but most war- 
time data are not explicit on this point. 


UNITED NATIONS LOSSES 


Between the preparation of this arti- 
cle and its final revision, official figures 
appeared covering losses of United Na- 
tions and neutral ships up to the end of 
1943.4 These totaled 22.2 million tons, 
divided as follows: 


September—December 1939 
UR os oe 
1941 
eR cc cntat 
ee 


0.9 
4.6 


As a matter of interest, I have made no 
changes in the figures in the next three 
paragraphs, which were prepared before 
the publication of the official data. This 
provides a useful check on the methods 
of estimation used throughout the article. 

Until the end of June, 1941, the Brit- 
ish government published monthly sta- 
tistics of British, Ailied, and neutral 
losses which appear to be quite reliable. 
Losses of some 7 million tons were re- 

? A gross ton equals 100 cu. ft. of space in a mer- 
chant ship, virtually all inclosed spaces on the vessel 
being counted. Dead-weight tonnage is the weight 
of fuel and cargo that will depress a ship to the 
load line from its empty, but equipped, state. 


3U.S. figures usually refer to ships of 2,000 
gross tons or over; foreign data are more likely to 
use 100 or 1,000 tons. The world merchant fleet 
in June, 1939, came to 66 million tons, using 10° 
as a minimum, 59 million using 1,000, and 53 million 
when only vessels of 2,000 tons and up are counted. 

4See the report in the Journal of Commerce, 
November 29, 1944. 
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corded before publication stopped. Sub- 
sequent official and semiofficial British 
statements indicate quite clearly that 
sinkings for the last half of 1941 came 
to about 1 million tons. It appears, how- 
ever, that none of these figures includes 
merchant vessels lost while serving as 
military and naval auxiliaries. To allow 
for these, British, Allied, and neutral 
losses to the end of 1941 are here esti- 
mated at 9 million tons.‘ 

Clearly, 1942 was thé worst period for 
United Nations shipping. The close at- 
tention that the highest officials gave to 
shipping problems, the great efforts 
made to increase ship production, and 
the concentration on antisubmarine war- 
fare in the North Atlantic are ample 
proof of this. In the spring of 1943 the 
Truman Committee put United Nations 
losses during 1942 at 1 million dead- 
weight tons per month, or 8 million 
gross for the year.® After some alterca- 
tions, the late Secretary of the Navy 
Knox virtually confirmed this figure.’ 

It appears that during 1943 the situa- 
tion got much better for the United Na- 
tions. Losses in the first five months 
were fairly heavy except for a few good 
months. From June on, the official 
monthly joint American-British state- 
ments reflect a marked improvement, 
with several months cited as among the 
lowest of the war. A joint American- 

‘The British Chamber of Shipping put losses to 
the end of 1941 at 8.6 million tons, including auxili- 
aries (Economist, February 28, 1942). This would 
indicate a rate of loss among auxiliaries much lower 
than that which prevailed in the last war or the use 
of far fewer merchant vessels for these purposes. 

‘“Shipbuilding and Shipping,” Investigation of 
the National Defense Program (Senate Rept. No. 10, 
Part VIII [78th Cong., rst sess. (April 22, 1943)]). 

_' Time, May 10, 1943. Later a Maritime Com- 
mission official said that 1942 losses had been 11 
million tons (presumably dead weight) (New York 
Times, June 16, 1943). Compilation of fragmentary 
data sresering during 1942 confirms a figure of this 
magnitude. 


British statement issued in January, 
1944, said that 1943 losses were only 40 
per cent of those of 1942.* Taking our 
previous estimate of 8 million tons lost 
during 1942, this ratio yields a figure of 
3.2 million for 1943. The Germans claim 
to have sunk only 3.8 million tons of 
United Nations shipping during the 
year.* The monthly statements just re- 
ferred to and other fragmentary data in- 
dicate annual losses of a magnitude fall- 
ing within the range established by these 
two figures. It is therefore reasonable to 
put 1943 losses at 3.5 million tons, bring- 
ing United Nations and neutral losses to 
the end of 1943 to 20.5 million. 

It will be noted that this figure is 1.7 
million tons less than the officially ad- 
mitted losses of 22.2 million. However, 
the latter covers losses from all causes, 
the former only from war causes. Below 
I have explained the reason for estimat- 
ing ‘marine losses” (i.e., sinkings other 
than by combat) at 2 million tons to the 
end of 1943. At least three-quarters of 
this sum, or 1.5 millions, can be allocated 
to United Nations and neutral countries. 
Adding this to the estimated war losses 
of 20.5 million tons gives a figure for 
total sinkings only 200,000 tons below 
the official one. Such accuracy of the es- 
timates (assuming the official figures to 
be correct) is in part illusory, as may be 
seen by comparing annual figures. My 
first estimate—to the end of 1941—is 1 
million tons short of the official figures. 
The 1942 estimate is 300,000 tons short, 
and that for 1943, 100,000 tons short. 
These estimates are, respectively, about 
10, 4, and 3 per cent below the official 
data. Even these, however, are well with- 
in a reasonable margin of error. 


® New York Times, January 10, 1944. 

* Ibid., January 2, 1944. This contradicted earlier 
German claims to have sunk some 7 million tons in 
the first ten months of 1943. 
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Estimates for 1944 losses are hard to 
make. The monthly American-British 
statements on losses seem to indicate 
that fewer United Nations ships were 
lost in 1944 than in any previous war 
year. But the statements are so worded 
as to prevent the making of any very 
useful calculations as to actual tonnage 
lost. The invasion of western Europe 
was accomplished with remarkably small 
shipping losses. Luftwaffe action against 
supply ships entering French and Bel- 
gian ports seems to be very slight. The 
main German submarine bases are al- 
most all in Allied hands. This combina- 
tion of factors seems to warrant a very 
low estimate of Atlantic sinkings for the 
year, even though there was a revival of 
submarine activity during the closing 
months. To date, losses in the Pacific 
have never been anywhere nearly so 
heavy as in the Atlantic, though they 
might well have increased since Ameri- 
can troops landed in the Philippines. 

One more item contributes to the es- 
timate of United Nations losses in 1944. 
March appears, from the joint American- 
British statements, to have been about 
the worst month, except, perhaps, for 
December. The German High Command 
claims to have sunk 175,000 tons of 
Allied merchant shipping during March.’ 
Even if we assume this to be gross tons, 
it is at an annual rate’ of only just over 
2 million tons. And it seems probable 
that the March rate was higher than 
that likely to have prevailed during the 
whole year. 

In view of the scantiness of the data 
it has been necessary to set down in 
Table 1 a range from one to two million 
tons within which United Nations losses 
for 1944 fell. 


1° New York Times, April 2, 1944. 


GERMAN AND ITALIAN LOSSES 


The European enemy seems to have 
been close-mouthed about his ship losses. 
Estimates must be based on Allied 
claims, which, propaganda quite apart, 
are much less likely to be accurate than 
Allied announcements of our own losses. 
In August, 1943, the British Admiralty 
announced that up to the end of June of 
that year some g million gross tons of 
German and Italian shipping had been 
sunk, damaged, or captured.” Earlier 
figures put captures at about 600,000 
tons plus 1.1 million tons of Danish 
shipping taken over by the Allies, which 
may or may not be included in the Brit- 
ish claim. Judging from earlier state- 
ments, between one-quarter and one- 
third of the total tonnage stated may be 
considered as damaged. These deduc- 
tions give a figure of from 5 to 6 million 
tons of Axis shipping sunk by mid-1943. 
To this must be added Axis losses in the 
last half of the year, especially in the 
Mediterranean campaign. There must 
also be an allowance for German ships 
sunk by Soviet submarines, planes, and 
surface vessels. The only guide for the 
latter figure is a poor one: a Soviet claim 
to have sunk 700,000 tons of German 
shipping up to the autumn of 1942, with- 
out specifying the kind of tonnage meant 
or whether naval vessels are included.” 

It should be clear from the above that 
any figure assigned for Axis losses will be 
considerably more arbitrary than that 
for the United Nations. For present pur- 
poses it will be assumed that 6.5 million 
tons of the shipping under German and 
Italian control was sunk up to the end 
of 1943."3 

™ Ibid., August 7, 1943. 

*2 Ibid., September 29, 1942. 


"3 This may seem a very high figure, considering 
that German and Italian ships at the outbreak of 
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German and Italian losses during 1944 
are even harder to judge. The American- 
British statement for May claims that 
German losses in that month were great- 
er than those of the Allies, despite the 
relative smallness of the enemy fleet. 
Heavy attacks on German coastal con- 
voys have been reported with increasing 
frequency. With very little to go on, a 
range of 0.7—-1.5 million tons has been 
inserted in the table. 


JAPANESE LOSSES 


When Pearl Harbor was attacked, 
Japan probably had a merchant marine 
of some 6.5 million tons. In October, 
1943, Admiral King said that over one- 
third of Japan’s pre-war merchant fleet 
had been sunk—say, 2.2 million tons." 
About the same time President Roose- 
velt said that we were sinking Japanese 
ships at the rate of 1.4 million tons a 
year and had sunk 130,000 a month for 
the past half-year." These statements 
are consistent with other American 
claims made from time to time during 
1942 and 1943. In July, 1944, Secretary 
of the Navy Forrestal said that up to 
June 30 of that year Japan had lost 985 
merchant ships, or between one-third 
and one-half of her pre-war fleet.”* Even 


war totaled 7.9 million tons, but it must be remem- 
bered that this total was augmented by new build- 
ing and sizable captures of fleets from occupied 
European countries. A compilation of known sink- 
ings indicates that by mid-1944 Germany had lost 
almost 300,000 tons of large passenger liners out of 
a pre-war total of 571,623 tons. Italy lost all but 
about 100,000 tons of a pre-war fleet of 477,415 
of ships of the same class (Journal of Commerce, 
August 16, 1944). 

"4 New York Times, October 28, 1943. A Japanese 
statement of losses to the end of 1942 squares with 
this estimate. 


*S Ibid., October 13, 1943. 


* Ibid., July 6, 1944. It should be noted that 
data in that article regarding the great acceleration 


allowing a small average size per vessel— 
Say 3,000-3,500 tons—this shows a loss 
of about 3 million tons; the actual figure 
is probably rather higher. 

Judging largely by these American 
statements, Japanese losses to the end 
of 1943 have been put at 2.5 million tons, 
and during 1944 at from 1 to 2 million. 


MARINE LOSSES 


In war as well as in peace there is a 
steady loss of merchant vessels from 
foundering, collision, and shipwreck. 
While no data have been announced, it 
seems likely that such losses are higher in 
wartime than in peacetime, owing to 
poorer operating conditions, blackouts, 
congested ports, and inadequate ship 
maintenance. The peacetime rate of 
marine losses was about one-half of 1 
per cent of the world’s merchant fleet 
each year. Following the lead of an ear- 
lier commentator,'’ I shall assume here 
that wartime marine losses are 1 per cent 
per annum, or double the peacetime rate. 
Applying this to an average world mer- 
chant fleet of 50,000,000 tons yields an 
annual loss of 500,000 tons, or 2 million 
for the four years of war ending in 1943. 


UNITED NATIONS BUILDING 


Statistics of American launchings have 
been published throughout the war. This 
core of fact is a special boon to the esti- 
mator because of the increasingly pre- 
dominant role of the United States in 
world shipbuilding. Up to the end of 
1943, 19.5 million tons of merchant ship- 
ping had been launched in this country. 


in sinkings between October, 1943, and June, 1944, 
appear to conflict with earlier American statements 
as to the Japanese losses prior to the fall of 1943. 


*7 Hans Gréner, “The War and the Future Ship- 
ping Situation,” New Europe, November, 1941. 
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American shipbuilding in 1944 came 
to about 11 million gross tons, as com- 
pared with 12.8 million in 1943. The 
reasons for this decline are of interest. 
In the autumn of 1943 the Maritime 
Commission indicated that its 1944 pro- 
gram would call for about 21 million 
dead-weight tons of shipping. Production 
for December, 1943, was at the annual 
rate of about 25 million dead-weight 
tons. Then the program was reorganized 
so as to produce more Victory ships and 
other vessels more difficult to build than 
the Liberties. Construction of special 
craft for the Navy also cut into the 
merchant-ship program. Sunday work 
was eliminated in the shipyards. Some 
months later shipbuilders were com- 
plaining of a labor shortage. In July, 
1944, it was announced that the Joint 
Chiefs of Staff had asked for an addi- 
tional 2.5 million dead-weight tons of 
merchant shipping during the next 
twelve months. Admiral Land warned 
against those who had said the shipping 
situation had eased. By the end of the 
year it was announced that the 1944 
level of production would be maintained 
for the first six months of 1945 but that 
output for the whole year would be only 
about 9 million tons. 

United Kingdom shipbuilding before 
the war came to about 1.5 million tons a 
year. Merchant-ship output during the 
war has been somewhat lower, probably 
due for the most part to requirements of 
naval shipbuilding. Official figures show 
launchings in the United Kingdom total- 
ing 4.5 million tons to the end of 1943."* 
Since British building to the end of 1941 
has been put at 1.75 million tons by an 

18 Prior to the publication of the official figure, 
I had estimated United Kingdom output to the end 
of 1943 at 4.75 million tons, characterizing this as 
“slightly high” because it assumed production of 
1.5 million tons annually in 1942 and 1943. 


informed source,’® it appears that output 
for 1942 and 1943 was only slightly be- 
low the pre-war rate. Considering this 
fact and the agreement with the United 
States, making the latter the chief mer- 
chant shipbuilder, 1.5 million has been 
used as the 1944 figure as well. 

Dominion shipbuilding was negligible 
before the war. Except for Canada, most 
of the wartime expansion has been in 
naval vessels and small craft of various 
sorts. During 1942 Canada produced 
600,000 gross tons of shipping and, during 
1943, 1 million tons.*? The 1944 output 
may be set at 1 million tons. 


EUROPEAN PRODUCTION 


Just as in the case of sinkings, the 
data for estimating wartime shipbuilding 
under enemy control is much poorer 
than for United Nations output. For- 
tunately, the totals involved are rela- 
tively small so that even a wide error 
will have less effect on the global total. 

In 1938 Germany produced 481,000 
tons of shipping, and its 1939 rate, 
judged by the first six months, was 
422,000. This involved a sharp rise from 
earlier production. There are no good 
indications as to whether the Germans 
tried to keep up or increase this level 
during the war and, if so, whether they 
succeeded. An arbitrary figure of 1-1.5 
million tons will be used for German 
production to the end of 1943. 

Italian production in 1940 was about 
g0,000 tons, but a big expansion was 
under way that promised much larger 
output for the next year." Something 
like 350,000 tons of shipping may be 

19 Shipping World, quoted in the Economist, 
April 4, 1942. 

2° Canada at War, December, 1942; New York 
Times, March 22, 1944. 

3 Foreign Commerce Weekly, December 19, 1942. 
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arbitrarily ascribed to that country for 
the period ending in 1943. 

Among the occupied countries, Den- 
mark is the chief shipbuilder. Pre-war 
production averaged 130,000 tons a 
year. There has been some wartime ex- 
pansion, to judge from reports. On the 
other hand, there has been sabotage; and 
the shipyards, notably that of Burmei- 
ster and Wain in Copenhagen, have been 
bombing targets. Perhaps 750,000 tons 
is a reasonable estimate for Denmark’s 
production to the end of 1943. 

Some allowance must be made for the 
rest of the occupied countries, principally 
the Netherlands, but there is no indica- 
tion of how much is reasonable. Prob- 
ably the total would not be large. Ad- 
justment of a few hundred thousand 
tons in the Continental total will suffice. 

The neutrals, Sweden and Spain, can- 
not be omitted. Between 1940 and 1942, 
Sweden produced about 150,000 tons a 
year. Production for 1943 was higher, 
perhaps 175,000.¥ A figure of 650,000 
should cover this country’s output to the 
end of 1943. Spain is harder to judge. Not 
an important pre-war producer, this 
country has undertaken some wartime 
expansion but seems to count its ships 
by ones and twos per month. A total of 
some 200,000 tons may be taken to rep- 
resent Spanish production to the end of 
1943. These arbitrary estimates place 
total European shipbuilding to the end 
of 1943 somewhere between 2.9 and 3.5 
million tons. To allow for production in 
the occupied countries not specifically 
mentioned and for European production 
in Norway, the Netherlands, and France 


_™ Economist, January 8, 1944; “Swedish Indus- 
trial Trends in Wartime,” Foreign Commerce W eek- 
ly, November 4, 1944. 


before those countries were occupied, the 
upper figure may be taken.” 

There is no reasonable basis for esti- 
mating Continental Europe’s produc- 
tion in 1944. Judging from the estimated 
performance up to the end of 1943, a 
range of from 200,000 to 1 million gross 
tons may be used. 


JAPANESE BUILDING 


Before the war Japan produced about 
300,000-400,000 tons of merchant ship- 
ping a year. Wartime production is be- 
lieved to have been somewhat above the 
pre-war level with a possible contraction 
during 1943, owing to shortages.** Ameri- 
can claims regarding sinkings and net 
losses support the view that Japanese 
wartime production has been about 
450,000 tons a year, at least since Pearl 
Harbor. For present purposes a figure 
of 2 million tons will be used to cover 
Japanese wartime building, with the 
caveat that it may be a bit high. Produc- 
tion in 1944 is a mystery so far as pub- 
lished data go. A range of 200,000- 
700,000 tons allows for the influence, 
on the one hand, of shortages and, on the 
other, of a greater concentration on ship- 
building arising from pressing need. 


SUMMARY 


The world’s merchant fleet in June, 
1939, came to 59 million tons, counting 


23 Alexander S. Lipsett in a letter to the New 
York Times, February 15, 1944, cites “London 
press dispatches” as authority for an output of 2 
million tons by German-occupied Europe in war- 
time. It is not clear whether this figure includes 
Italian production. If not, and eliminating Spain and 
Sweden, the discrepancy between Lipsett’s figure 
and the estimate made above is only 300,000, a 
reasonable margin of error, considering the poor- 
ness of the data. 


24 See League of Nations, World Economic Sur- 
vey, 1941/42; see also Economist, December 109, 
1942, and January 29, 1943. 
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vessels of 1,000 gross tons and over. 
By the end of 1943, sinkings totaled 
more than half that figure but had been 
equaled by new building. It appears 
likely that by the end of 1944 there was 
an increase in ships afloat of at least 9 
million tons and perhaps over 13 million 
(see Table 1). In other words, some 15-22 
per cent more merchant shipping was 
probably available at the end of 1944 
than before the war. 

It is very difficult to guess what may 
happen in 1945, though the main lines 
are clear enough. If the war goes on dur- 
ing most of the year, we may assume 
continued building in Allied countries 
and Japan, though probably at a reduced 
rate—in the United States and Britain 
because the need is less, in Japan because 
of air attack. World losses are more likely 
to be of a magnitude comparable to 1944 
than to the earlier war years, even if the 
Japanese merchant fleet is virtually 
wiped out. Without going into greater 
detail, it seems safe to say that, if the war 
continues through most of 1945, there 
will be a further net addition to the 
world’s fleet of from 5 to 15 million tons 
and perhaps even more. An earlier end 
of the war might well reduce the net gain 
by ending shipbuilding programs, but 
much would depend on the circum- 
stances in which the war finished. 


II. SURPLUS OR SHORTAGE? 


Just because the world’s merchant 
fleet at the end of 1944 or 1945 may be 
15-40 per cent larger than in 1939 does 
not mean that there will be a shipping 
surplus at the end of the war. What 
sufficed in 1939 may be more or less than 
what is needed when the hostilities 
cease. What counts is not a pre-war com- 
parison but actual postwar demand. 

During the first phase of the transition 
period, the demand for shipping will be 


shaped principally by the Far Eastern 
war and, second, by Europe’s require- 
ments for relief, rehabilitation, and re- 
construction. Without trying to figure 
out how much tonnage would be needed 
to satisfy each of these demands, it 
seems unlikely that there would be a 
shipping surplus before Japan is de- 
feated. War and relief will probably re- 
quire most of the ships available. Any- 
thing left over would surely be far less 
than enough to satisfy the demands of 
trade conducted on a purely commercial 
basis. 

After the defeat of Japan, the direct 
war demand for shipping will have dis- 
appeared, but there will still be a heavy 
call for tonnage for repatriation. The re- 
lief and reconstruction requirements of 
the Far East will call for more ships. De- 
pending on the length of time it takes to 
defeat Japan, the European demand 
may have changed somewhat in charac- 
ter. Once the urgent necessities for re- 
lief are provided, this shift may reduce 
the tonnage requirements if, for instance, 
a higher proportion of less bulky items, 
like machinery, is shipped than in the 
relief period. 

The pattern sketched thus far is large- 
ly that of the governmental demand for 
ships. Even if many relief and recon- 
struction activities are handled com- 
mercially, it will be under varying de- 
grees of government supervision. What 
the purely commercial demand for ship- 
ping will be during the transition period 
depends on the whole complex of factors 
determining postwar economic develop- 
ments. All over the world there is a pent- 
up demand for many different kinds of 
products. If trade and financial condi- 
tions combine to permit the satisfaction 
of these desires, there seems little doubt 
that there will be sufficient commercial 
demand for shipping to absorb any ton 
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nage not used for military and relief pur- 
poses. But if there is general or local de- 
pression during the transition period, 
shipping, like everything else, will suffer. 

It seems likely, then, that shipping 
will be in somewhat short supply during 
the transition period. This conclusion is 
further supported by two factors which 
will reduce the tonnage of available mer- 
chant vessels below the level estimated 
above: military demand and worn-out 
ships. 

Although no figures are available, we 
may be sure that when the war ends, an 
appreciable part of the world’s merchant 
shipping will be in the hands of the 
armed services. Some ships will prob- 
ably be turned back to civilian shipping 
authorities right away, but others are 
likely to be kept for some time after the 
cessation of hostilities. Troops will have 
to be repatriated and prisoners of war 
sent back to their homes. Fleets are like- 
ly to be abroad or cruising about for 
some time and will require fuel and other 
supplies. Garrisons overseas will con- 
tinue to need supplies. 

Many of the ships being used by the 
services have been converted into air- 
craft carriers, transports, auxiliary war- 
ships, and other types. After they are re- 
turned to civilian use, it will take time to 
reconvert these ships, and in many cases 
that may not be done at all. Referring to 
such vessels, Frank J. Taylor, president 
of the American Merchant Marine In- 
stitute, said: 

The conversions made in these ships have 
been so extensive that in many cases there is 
grave doubt as to whether it will be worth while 
to restore them to their original condition after 
the war. It is thought that it will be better eco- 
nomically to build new and improved ships.’ 


** New York Times, July 23, 1944. On the other 
hand, some specially built troopships have been de- 
scribed as suitable for conversion into passenger 
vessels (ibid., August 20, 1944). 





Under the pressure of wartime need, 
few ships have been retired from service 
except when absolutely necessary. So 
there will be many vesse\s which, either 
from age or from hard usage, will be 
ready for the scrap heap at the war’s 
end.” How soon they will be put there 
will probably depend on how short ship- 
ping really is; some will probably be re- 
tired as soon as military demand is sharp- 
ly curtailed. 

Operating against a possible shipping 
shortage in the transition period will be 
continued building. The estimates for 
1944 examined in Section I show how 
quickly the world merchant fleet can 
grow when sinkings are low. It is doubt- 
ful if shipping in the transition period 
will be tight enough to lead government 
officials to urge continued building at 
wartime rates. But production will not 
stop abruptly. Ships on the ways when 
the war ends will be completed. Desire 
to avoid unemployment may slow down 
contract cancellation. Ships will un- 
doubtedly continue to be built that fit 
into the Maritime Commission’s long- 
term program. When shipyard space is 
free, American and foreign shippers will 
place orders, provided they can get good 
terms. The British output is likely to 


tise above the wartime rate, as European 


orders come in and yards devoted to 
naval shipbuilding can turn to the pro- 
duction of merchant vessels. Elsewhere 
shipbuilding will be on the increase with 
reconstruction because it is a normal 
form of economic activity. The global 
output will not be so great as in wartime, 
but there will undoubtedly be an appreci- 
able increment of new vessels throughout 
the transition period. 

An element of unknown importance is 
the efficiency of ship utilization. Reports 


#6 Groner (op. cit.) puts the figure at 10-11 mil- 
lion, which seems high but is not impossible. 





24 WILLIAM DIEBOLD, JR. 


vary as to this factor in wartime; what 
the transition period may be like, one 
cannot say. Port conditions are a crucial 
element in efficient ship utilization and 
are peculiarly vulnerable to the economic 
and administrative dislocations likely to 
follow the cessation of hostilities. The 
importance of the matter is sharply set 
out by Sir Arthur Salter, who says of the 
period just after the last war: 

The delays [in loading and discharging] 
themselves were due partly to the dislocation 
of internal railway transport, which left the 
docks congested with goods, and partly to short- 
er hours or slacker work. The result was to re- 
duce the importing capacity of ships by more 
than 30 percent., that is, the ships in 1919 
carried less than 70 percent. of the cargoes 
which they would have carried if port condi- 
tions of loading and discharge had been as they 
were in 1913. This fact may be forcibly put by 
stating that if it had been possible in 1919 by a 
wave of a magic wand, either to bring back at 
once into active employment all the tonnage 
sunk by the Germans throughout the war, or 
alternatively to improve port conditions to 
their 1913 level, the second of these alterna- 
tives would have given much the greater relief 
to the situation and help to the general econom- 
ic position of the world.?7 


Whether or not there turns out to be 
a shortage of merchant shipping general- 
ly, there will certainly be a shortage of 
fast, economical ships and most kinds of 
specialized carriers. Before the war the 
most efficient merchant navies of the 
world made increasing use of specialized 
carriers and fast general-cargo ships. 
Vessels were designed not only to carry 
particular kinds of cargo but even to ply 
particular routes. Except for tankers, al- 
most all the ships built in wartime have 
been dry-cargo carriers, designed for a 
wide range of duties. The Liberty ships, 
which compose such a large part of the 
output, are considerably slower than the 
cargo liners most desirable. The Victory 


27 Allied Shipping Control (Oxford, 1921), p. 218. 


ships approach more closely to this 
standard. Most of the vessels taken by 
the armed services have been chosen 
from among the fastest and newest ships. 
The view of British shippers has been 
put by Sir Percy Bates, chairman of the 
Cunard Steam Ship Company: 

Since the outbreak of the war, Cunard White 
Star has not been able to build either a pas- 
senger ship or a cargo liner which would be 
of any post-war use in their lines of trade, 
either West or East. Whatever the course of 
the war, at the end of it there is bound to be a 
surplus of the ordinary type of cargo ships, and 
a very considerable shortage of specialized 
ships, such as our cargo liners, refrigerated 
liners and passenger liners. I think the time 
has arrived when the building yards should be 
opened to specialized ships, capable of serving 
their owners’ needs when the guns stop shoot- 
ing.”8 


A survey of known passenger-ship losses 
makes it clear that there will be at least 
a temporary shortage of moderate-sized 
liners.”® As to tankers, the United States, 
but no one else, may have a surplus. The 
demand for refrigerator ships is exempli- 
fied in the American Export Line’s an- 
nouncement that it was building three 
fast cargo ships of this type because “if 
the American merchant marine is to 
meet foreign competition after the war, 
we must have ships especially designed 
to meet the requirements of the trade 
routes they serve.’’’° These items all in- 
dicate that, even when the point is 
reached at which supplies of ordinary 
freighters are ample, there will be short- 
ages in specialized carriers. 

To summarize, it seems likely—but is 
certainly not proved in this article—that 
no shipping surplus will appear during 
the transition period. Military require- 


28 Quoted in the Economist, April 29, 1944. 

29 Journal of Commerce, August 14 and 16, 1944- 

3° Statement of John F. Gehan, vice-president 
(ibid., August 30, 1944). 
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ments, the difficulties of reconversion, 
and the need to scrap ships all make for 
a reduction in available tonnage. There 
will be new building, but not at wartime 
rates. Demand will be concentrated in 
specialized vessels, of which there is cer- 
tain to be a postwar shortage. 


IfIl. CONTINUED CONTROL 


There is clearly a strong case for the 
continuation of wartime shipping con- 
trols through the transition period. It 
does not depend on there being a short- 
age of vessels. If there is, control will be 
needed for the same reasons as in war- 
time. But even if there is ample shipping, 
controls will be desirable to adjust the 
industry to peacetime conditions and 
prevent dislocations that might cause 
immediate depression or later malad- 
justment. It would be desirable to pre- 
vent a sudden shipping boom, for -in- 
stance. The burden of proof is really on 
those who would lift the shipping con- 
trols. Leaving aside entirely all ques- 
tions of long-run or permanent shipping 
controls, it is clear that during the transi- 
tional period none of the conditions will 
exist that are postulated by any theory 
justifying uncontrolled shipping. There 
will be no normal market in which ship- 
ping rates can be established that will 
direct ship usage to the mutual benefit 
of operator and consumer. Indeed, al- 
most no one argues for the elimination 
of controls. The trade itself may want 
government controls lifted, but primarily 
for the purpose of establishing private 
controls. Matters so vital to the public 
interest in so many countries clearly 
should not be left to private interest for 
settlement. 

The discussion of shipping control in 
the transition period is easier if we have 
some idea how that control will be exer- 
cised. The most obvious method is to 


continue the wartime control agencies, 
that is, principally the Combined Ship- 
ping Adjustment Boards (C.S.A.B.). 
Initial steps to this end have already 
been taken. In August 8, 1944, the State 
Department announced that after a 
meeting in London 


the Governments of Belgium, Canada, Greece, 
the Netherlands, Norway, Poland, the United 
Kingdom and the United States have declared 
that they accept as a common responsibility 
the provision of shipping for all military and 
other tasks necessary for and arising out of the 
completion of the war in Europe and the Far 
East and for the supplying of all liberated areas 
as well as of the United Nations generally and 
territories under their authority. Existing ma- 
chinery for control of ships’ employment is to 
be adjusted to implement the declaration 

The arrangements shall not extend beyond six 
months after the general suspension of hostili- 
ties in Europe or the Far East, whichever may 
be the later.3 


Subsequently, the creation has been 


announced of the United Maritime Au- 
thority (U.M.A.), to come into operation 
on the defeat of Germany. Another body, 
the United Maritime Executive Board 
(U.M.E.B.), held its first meeting in 
November, 1944, to prepare for the fu- 
ture operation of the Authority. The Au- 
thority is to have branches in London 
and Washington, with committees paral- 
leling the structure of the respective na- 
tional shipping authorities in these capi- 
tals. “In general the machinery adopted 
by the Board is based upon the existing 
machinery for the wartime control of 
shipping, with only such changes as ap- 
peared necessary to meet the altered 
situation which will exist at the time the 
United Maritime Authority comes into 
operation.” After hostilities with Ger- 
many cease there is to be “a full meeting 


3* Depariment of State Bulletin, August 13, 1944, 
Pp. 157. 
32 Ibid., December 3, 1944, p. 655. 
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of the United Maritime Council... . at 
which would be represented all nations 
then comprising the United Maritime 
Authority.” The function of the Au- 
thority is to “be responsible for coordi- 
nation of United Nations shipping for a 
certain period after hostilities cease with 
Germany or Japan, whichever is the 
later” in accordance with the agreement 
reached at London in August, 1944. 

National participation in U.M.A. is 
very different from that in C.S.A.B. The 
U.M.E.B. has as members the United 
States, the United Kingdom, the Nether- 
lands, and Norway and, as “associate 
members,” Belgium, Canada, Greece, 
and Poland. Thus eight shipping na- 
tions participate as “contracting gov- 
ernments” in the U.M.A. work. 

The C.S.A.B., on the other hand, is 
solely an American-British body. The 
ships of the other United Nations are 
brought under its control principally by 
being chartered to the British Ministry 
of War Transport or being lend-leased 
from the United States. Whether this 
arrangement has been satisfactory to the 
smaller countries is not a matter of pub- 
lic knowledge. But it is not hard to im- 
agine that these nations want a greater 
voice in the postwar disposition of ship- 
ping. The principal justification for a 
binational C.S.A.B.—the military need 
for a simple, efficient shipping control— 
will then be gone. The smaller nations 
are likely to hold that in matters of re- 
lief, reconstruction, and the shaping of 
the world’s postwar economy they have 
a right to participate in the management 
of their own shipping. 

This view was publicly expressed in 
connection with the proposal that Ameri- 
can and British ship operators meet to 
discuss postwar questions. Peter van den 
Toorn, managing director of the Holland 


America Line and a member of the Neth- 
erlands Advisory Shipping Council, said: 

I believe that the need for determining the 
basic factors in the postwar world shipping 
situation in which the United Nations will find 
themselves . . . . will be achieved more expe- 
ditiously if all, and not just the two he men- 
tions, were to participate in the suggested dis- 
cussions from the beginning. 

It will not only save time but the decisions 
to be arrived at will be based on a firmer 
foundation if cognizance is taken at the outset 
of the common interests of all those United 
Nations which, after the war, will serve and 
maintain the important trade routes of the 
world.33 


This is not the place to discuss the 
large issues involved in the controversies 
over Great Power agencies as against 
general participation. There are, how- 
ever, several considerations pertaining 
directly to shipping which commend the 
course of giving the smaller shipping na- 
tions a place on the U.M.A. First, the 
Norwegians, Dutch, and others un- 
doubtedly have much to contribute to 
the intelligent management of world 
shipping. Second, it will be easier to 
carry out decisions already accepted by 
the main countries involved than to im- 
pose them by American-British action 
alone. Third, the prospects of long-run 
international co-operation on shipping 
matters will be much better if the coun- 
tries concerned work together from the 
first than if all but the American and 
British are excluded until after the im- 
mediate postwar problems are settled. 
It is hardly conceivable that any long- 
run program should be undertaken— 
much less succeed—without the partici- 
pation of the smaller countries that have 
had such important roles in world ship- 
ping. In addition to the eight govern- 
ments now participating in the U.M.A., 
the July and August conference in Lon- 


33 Journal of Commerce, August 28, 1944. 
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don was attended by a representative of 
the then French Committee of National 
Liberation.*4 “Denmark was represented 
by an observer. Other governments con- 
cerned are being informed and will be in- 
vited to associate themselves with the 
arrangement.” What participation in 
U.M.A. will mean to the smaller coun- 
tries remains to be seen. It is not clear 
what final relation is envisaged between 
this body and C.S.A.B.—a crucial ques- 
tion. 

A very different situation would arise 
if one or more of the smaller United Na- 
tions did not wish to participate in an 
international shipping-control body dur- 
ing the transition period. This is an un- 
likely, but possible, position. However 
undesirable coercion may be, if the de- 
fection were serious, it would certainly 
be reasonable to deprive the recalcitrant 
country of the benefits of the interna- 
tional shipping control. In a period when 
all activity would be as closely inter- 
woven as in the years immediately after 
the war, the discrimination might well 
spread to other fields. In its own surplus 
of merchant shipping the United States 
has probably the best cement for short- 
run international co-operation. Every 
other United Nation has a deficit and 
hopes for American tonnage. Withdrawal 
from an otherwise comprehensive body 
would certainly mean losing the chance 
to get American tonnage. Of course, if 
the history of the last postwar period 


4 Of the United Nations countries with sizable 
merchant fleets, only Yugoslavia and the U.S.S.R. 
were absent. The latter’s role in the international 
shipping position is extremely obscure. Starting the 
war with a merchant fleet of 1.3 million tons, the 
Soviet government seems to have made no public 
statements as to its losses or new building. No 
mention has been made of that country in discus- 
sions of postwar shipping plans. This, plus its ab- 
sence from the conference, suggests that the U.S.S.R. 
snot interested in participating in postwar shipping 
arrangements. 


were to be repeated and the United 
States were to take the initiative in get- 
ting rid of international shipping con- 
trols, there would be small hope for the 
rest tocreate an effective shipping body.* 

A special problem will be the position 
of neutrals. Sweden is the most impor- 
tant shipping nation in this group; but 
Spain, Portugal, Switzerland, and Argen- 
tina all have fleets of appreciable size. 
Total control of world shipping is not 
likely to be necessary to solve transition 
problems. But the position of the control 
body is likely to be made difficult if it is 
felt that neutral shippers are free “‘to 
entrench themselves in the more lucra- 
tive trade routes while British, Ameri- 
can, Norwegian and other Allied lines 
subject to the joint controls are tied up 
in Pacific war work or in relief and re- 
habilitation work in Europe.’’** On the 
other hand, there may be reluctance to 
place neutrals on an equal footing in the 
control body before the smaller United 
Nations are sure of their own shipping 
futures. And the neutrals may not want 
to come in. The solution may be found 
in special agreements outside the frame- 
work of the shipping organization based 
on the fact that through ship warrants 
and trade controls the larger United Na- 
tions will be in a position to exert quite a 
bit of influence over the disposition of 
neutral shipping.*” 

The problems of shipping control in 
the transition period will differ from 
those of wartime in important respects. 
While the war with Japan continues, its 


3s Cf. Salter, op. cit., p. 221. 

% Stanley Ferguson, “The Shipping Outlook,” 
Journal of Commerce, July 31, 1944. 

37 The Argentine government, when claiming to 
be in close co-operation with the United Nations, 
exploited this situation in the misleading statement 
that 75 per cent of its merchant fleet was under 
United States control (New York Herald-Tribune, 
July 30, 1944). 
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requirements will dominate, followed by 
European relief. Later, the number of 
alternative uses for shipping will in- 
crease. On what basis is U.M.A.—or any 
other shipping-control authority—to 
choose between them? In wartime we 
have the Combined Chiefs of Staff; if an 
over-all body were created to guide eco- 
nomic reconstruction, it would logically 
give orders to U.M.A. (or C.S.A.B.). 
Lacking such a body, there might be a 
general international agreement estab- 
lishing the order of importance of eco- 
nomic tasks in the transition period, 
thus giving U.M.A. (or C.S.A.B.), in 
effect, a schedule of priorities to adminis- 
ter. Or governments might reach agree- 
ments as to the amount of shipping to be 
allocated to particular projects as they 
came up. In the absence of such devices 
the shipping control would be on its own. 
Should it prove to be a weak organiza- 
tion, a haphazard or “first-come, first- 
served”’ distribution of shipping would 
probably result. Should it be strong, 
however, it would be in a position to de- 
cide some of the most important ques- 
tions of the transition period and so go 
far in shaping the postwar world. It is 
no slur on C.S.A.B., or any successor it 
may have, to say that it is not compe- 
tent for such a task. A shipping authority 
is one thing, a body to decide what shall 
pass in ocean-borne international trade, 
another. The latter is what a strong 
C.S.A.B. or U.M.A. would become in the 
absence of orders or guidance as to how 
ships shall be used. It might collect a 
first-rate personnel and become an eco- 
nomic general staff in all but name. And 
it might break down. The issue is not one 
that is wisely left to default. 

Control is sure to be followed closely 
by demands for decontrol. The question 
is: Where there is tonnage to be allocated 
to purely commercial uses, should it be 


dropped from the control? There need 
be no argument that machinery should 
exist for getting such shipping back un- 
der the control if it were needed again. 
The main valid argument for such a 
course would be the consequent simplifi- 
cation of the C.S.A.B. and U.M.A. work 
and the gradual return to “normal.” 
Against it would be the difficulties of 
providing equal treatment for different 
ship operators, shipping countries, par- 
ticular routes and trades, and the like. 
A conclusion cannot be reached without 
knowledge of the terms on which the 
“freed” ships would operate. In other 
words, transition policy merges at this 
point with long-run policy. If the pattern 
for the long-run organization of world 
shipping is established—whatever it 
may be—and means of carrying it out 
prepared, then it would make sense to 
release from the transition-contro! body 
whatever shipping was not needed for 
its purposes. On the other hand, if such 
agreement had not yet been reached, or 
the necessary instrumentalities had not 
been set up, it would seem better to keep 
the ships under the transition control 
and use that body as far as possible to 
establish conditions favorable to putting 
the long-run plan into effect. Of course, 
if there were not going to be any agreed 
international arrangement for shipping, 
the only consideration would be the fair- 
ness and expediency of the terms on 
which ships were released. 


IV. NATIONAL DISTRIBUTION 


The heart of the postwar shipping 
problem is the drastic change in the 
sizes of national merchant fleets that has 
taken place. The’ United States is now 
the world’s greatest shipping nation. 
Thanks to the huge shipbuilding pro- 


gram, this country has gained tonnage 


while all the other major shippers have 
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lost during the war. Although we have 
given our allies many ships under Lend- 
Lease, none have been permanently 
transferred, so far as is known. 

Sufficient data have not been made 
public to permit detailed estimates of 
wartime changes in the pattern of na- 
tional distribution. A few figures will 
show the proportions of the problem. By 
the end of 1943, British losses exceeded 
new building by 7.1 million tons. Net 
losses, however, were reduced to about 
4 million tons (23 per cent of the pre-war 
fleet) by the capture and purchase of 
other vessels. During 1944 there may 
have been a gain in British ships. The 
United Kingdom has had some building 
with which to offset losses; the Continen- 
tal European United Nations have had 
none, though they have received a few 
ships out of British production. The offi- 
cial figures for Allied losses (exclusive of 
United States and Britain) to the end of 
1943 are 5.1 million tons. This represents 
almost half of the combined pre-war mer- 
chant fleets of Norway, the Netherlands, 
Greece, Belgium, Yugoslavia, and Po- 
land. Whether all lost about equally is 
not publicly known. In June, 1944, 
Oivind Lorentzen, director of the Nor- 
wegian Shipping and Trade Mission in 
the United States, put his country’s 
losses at half its pre-war fleet, or some 
2.4 million tons.** It is not clear whether 
or not the losses of 5.1 million tons in- 
clude French or Soviet ships. Without 
attempting any more detailed predic- 
tions, it is clear that the small European 
United Nations will emerge from the war 
with very much smaller merchant fleets 
than they had in 1939. 


Neutral losses to the end of 1943 came 
to 2 million tons, according to American- 
British figures, of which about 900,000 


* New York Times, June 25, 1944. 





were Swedish.** No figures are available 
upon which to estimate Danish losses. 
Axis shipping is dealt with in the the next 
section. 

All these countries—that is, England, 
the Continental United Nations, Sweden, 
and Denmark—certainly plan to rebuild 
their merchant fleets as soon as possible 
after the war. Shipping is a major eco- 
nomic activity for most of them, with an 
important role in the provision of em- 
ployment, national income, and foreign 
exchange.* It is an accepted part of their 
economic life, the “normal” condition 
which reconstruction is conceived of as 
restoring. Lorentzen’s statement on be- 
half of Norway undoubtedly applies to 
the other countries as well: 

Norway must and will regain her pre-war 
position as a shipping nation unless she is 
prevented from doing so by sheer political 
force. Assuming a fair degree of economic free- 


dom in the world after the war, there is no 
doubt that Norway’s merchant marine will be 


Nor is there much question of the 
level to which these countries will seek 
to restore their merchant fleets: that of 
the pre-war years. In point of fact, the 
level to which it is desirable that they 
restore their fleets will depend on the 
total tonnage needed to carry postwar 
international trade and the way in which 
the shipping industry is organized. Com- 
parative advantage in ship operation 
may have changed sufficiently to make 
quite a different pattern from that of the 
thirties the most economically desirable. 
If there is an international agreement 
covering shipping, the size of national 


39“Swedish Industrial Trends in Wartime,” 
Foreign Commerce Weekly, November 4, 1944. 

« For details see John S. Smith, “World Income 
from Shipping,” Foreign Commerce W eekly, April 29, 
1944. 

« New York Times, June 25, 1944. 
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fleets may be set at quite different levels. 
Concepts of national policy may call for 
the expansion or contraction of pre-war 
fleets. But as yet these matters are con- 
jectural and are likely to remain so for 
some time. Unless there is definite evi- 
dence to the contrary, it is safe to assume 
that the countries in question will expect 
to rebuild their fleets to something like 
the pre-war tonnage. 

Their probiem will be how to get the 
ships, not where. That is clear enough. 
The United States is obviously the chief 
potential source of the vessels which the 
European countries need to restore their 
merchant fleets quickly to the pre-war 
level. Since the world’s merchant fleet at 
the end of 1944 is larger than in 1939, 
there must be enough ships to restore all 
fleets to their pre-war levels, and only 
the United States fleet has shown great 
expansion. Admiral Land has said that 
the United States will come out of the 
war with a merchant fleet of about 50 
million dead-weight tons, that is, about 
35 million gross.“ He also has averred 
that after the war the United States 
should operate a fleet of 15-20 million 
dead-weight tons, or 10-13 million gross, 
compared to our 1939 fleet of 8.1 million 
gross. Many think Land’s goal too high; 
but even by this reckoning the United 
States will have a surplus of about 20 
million gross tons of shipping (minus 
vessels that have to be retired or that are 
not worth reconverting to cargo-carry- 
ing). Even if a further sum is deducted 
for a strategic reserve, there appears to 
be enough left to meet the needs of the 
European United Nations, which prob- 
ably do not exceed 16 million tons. The 
question is: Will the United States be 
willing to turn these ships over to our 
Allies and, if so, on what terms? 

The United States has at least one 


4? Journal of Commerce, September 1, 1944. 


commitment in this field. When Norway 
and the United States signed a Lend- 
Lease Mutual Aid Agreement, the two 


governments exchanged notes containing 
this passage: 

The Government of the United States of 
America recognizes that the Norwegian Mer- 
chant Fleet not only constitutes an important 
contribution to the war effort of the United 
Nations but is likewise one of the principal 
national assets of the Royal Norwegian Govy- 
ernment and, accordingly, that the latter Goy- 
ernment which is operating its fleet for the 
benefit of the United Nations in the common 
war effort, should be assisted in replacing ships 
lost in the service of the United Nations. Ac- 
cordingly, the Government of the United 
Siate of America will continue to review the 
situation with the Royal Norwegian Govern- 
ment with a view to assisting that Government 
in a program of replacement as soon as condi- 
tions permit. The two Governments agree that 
negotiations to this end should be commenced 
without delay and should be pressed to a con- 
clusion as promptly as possible.+ 


No public indication has been given 
as to what steps may have been taken so 
far to carry out this commitment or what 
may be done in the future. Nor is it clear 
how far the United States is pledged to 
go in helping Norway. It appears that 
other governments have sought to engage 
the United States in similar promises,“ 
but there is no indication that they have 
succeeded. 

Before the United States entered the 
war, Britain made arrangements to share 
its ships with its Allies by selling them 
some vessels, which were, however, to re- 
main on charter to the Ministry of War 
Transport until six months after the ces- 
sation of hostilities.* There is no indica- 
tion that this pledge is to carry over into 


43 Department of State Bulletin, July 11, 1942, 
pp. 112-13. 

44 Cf. statement of Dr. M. L. P. Steenberghe, 
Netherlands News Digest, August 15, 1942. 


48 Cmd. 6373 (1942). 
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the postwar period. Between Britain and 
the United States there is no published 
agreement regarding postwar shipping. 
However, there is an arrangement gov- 
erning wartime merchant-ship produc- 
tion that is regarded by some as having 
postwar implications. In a letter to Prime 
Minister Churchill, President Roosevelt 
set forth the advantages of the United 
States for expanding merchant-ship pro- 
duction and said: 

It was only natural for us then to decide 
that this country was to be the predominant 
cargo ship building area for us both, while your 
country was to devote its facilities and re- 
sources principally to the construction of com- 
bat vessels. 

You in your country reduced your merchant 
shipping program .... while we became the 
merchant shipbuilder for the two of us... . . “ 


It would be reasonable to suppose that 
as a part of this agreement the President 
gave assurances that the United States 
would help out Britain at the end of the 
war, so that that country’s merchant- 
shipping position should not suffer from 
a mutually beneficial wartime arrange- 
ment. However, the President’s freedom 
of action in this sphere is limited, and 
Mr. Churchill told the House of Com- 
mons: “We confined ourselves purely to 
the war period, leaving the arrangement 
suitable to a peacetime settlement to be 
discussed at a future date.’’47 

Whatever the understanding between 
the President and the Prime Minister on 
this matter, it is clear that the nature of 
the agreement lends itself to the inter- 
pretation that the United States has a 
moral obligation to help Britain at the 
end of the war to make up the merchant 
tonnage lost by concentrating on the con- 
struction of naval vessels. British ship- 
pers have already used this argument in 


* New York Times, August 4, 1943. 
" Ibid. 





their campaign for the restoration of an 
international distribution of shipping ap- 
proaching as nearly as possible that of 
pre-war years: 


Both countries have been concentrating on 
providing the weapons necessary to achieve 
victory, and it would surely be fair and reason- 
able that the combined efforts of both countries 
should be pooled, as it is incontestable that the 
enormous additions to the British Navy have 
been just as great, or perhaps greater a factor 
in winning through to the peace we are all 
looking forward to, and it is much to be hoped, 
therefore, that mutually fair and equitable 
means may be found for adjusting the post-war 
mercantile marine tonnage of the two countries 
with reasonable regard to their post-war needs.** 


American commitments are vague. We 
shall have lots of ships. The speedy re- 
habilitation of European merchant fleets 
will thus depend on American policy: if 
a long-run shipping policy for this coun- 
try has been decided upon, a coherent 
policy toward rehabilitating European 
fleets will presumably be followed. With- 
out such guidance, our rehabilitation 
policy would presumably derive from our 
general economic policy in the transition 
period and the considerations intrinsic 
to the immediate shipping situation. 
Only the latter fall within the scope of 
this article. 

Most of the considerations favor a 
policy of putting ships in the hands of 
our European allies as soon as possible. 
If shipping is handled by those most ex- 
pert at it, the efficiency of all overseas 
economic activity in the transition period 
will be increased. Despite possible im- 
provements in American ship operation 
during the war and other possible changes 
in the relative advantage of different 
countries in ship operation, there seems 
little doubt that the European nations 
which were efficient shippers before the 


4 W. C. Warwick, in Motor Ship, May, 1944, as 
quoted from Review of the River Plate, June 23, 1944. 
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war will be sou,« We have lend-leased 
ships to our Allies in wartime partly in 
order to make use of their crews, officers, 
and managers. The same reasons are 
valid in peacetime, when the goal is still 
the most efficient operation of world 
shipping—for economic, instead of mili- 
tary, ends. 

A second compelling reason is that the 
denial of ships to these countries would 
seriously slow up their reconstruction.* 
With their shipping curtailed, all of these 
nations would find it very difficult, if not 
impossible, to attain a high level of eco- 
nomic activity, without which there 
could be no real world reconstruction. 


In short, the principal reasons for us- 
ing excess American tonnage to rehabili- 
tate the merchant fleets of our European 
allies, including Britain, as quickly as 
possible, are the same reasons that urge 
an energetic and broadly conceived re- 
construction policy in all fields. Failure 
to follow such a policy would have im- 
mediate bad effects on reconstruction. 
The long-run effects would also be bad. 
It would very likely prove impossible to 
negotiate a comprehensive agreement 
covering world shipping. The political 
effects of American refusal to make ships 
available could be very serious, since the 
episode would certainly be regarded as 
proof that this country intends to use 
every major economic advantage it has 
for narrowly conceived, nationalistic 
purposes, paying no more regard to other 
nations than it is forced to. It would 
simply not be intelligent pursuit of the 
true national interests of the United 
States to withhold excess ships from our 
Allies in the hope of securing advantages 
for American shippers in the period be- 
fore foreign shippers could secure vessels 
from other sources. And even the short- 


« See Smith, op. cit. 


run gains to the United States as a whole 
would be greater from the distribution of 
ships to the most efficient operators, re- 
gardless of nationality. 


There appear to be three methods of 
getting ships into the hands of our Allies: 
Lend-Lease, sale, and charter. The first 
may be dismissed quickly. Present indi- 
cations are that Lend-Lease is not likely 
to be used very largely in reconstruction. 
Ships operated by our Allies under Lend- 
Lease in wartime could probably, in the 
President’s discretion, be left with them 
when the final settlements are made; but 
it is much more likely that the vessels 
will be taken back, if only to be sold or 
chartered to the same operators, but on 
a different basis, with financial, and per- 
haps other, strings attached. Admiral 
Land and others have put much empha- 
sis on the fact that title to all lend-leased 
ships resides in this country. 

At the time of writing it appears that 
ship sales will be regulated by the Bland 
Bill, sponsored by the chairman of the 
House Merchant Marine Committee and 
prepared in conjunction with the Mari- 
time Commission. This bill calls for the 
sale of ships to foreigners on a cash basis 
only. Furthermore, it sets a valuation on 
Liberty ships which the trade believes 
does not bring the price down to that at 
which British-built Liberties can be 
bought. On other vessels, domestic 
purchasers will receive preferential treat- 
ment. Liberties and probably Victories 
will comprise most of the tonnage offered 
for sale to foreign countries. There will 
probably be some modern tankers and 
perhaps a few fast cargo vessels. The 
ships offered are just the ones Britain, 
‘norway, the Netherlands, and the rest 
will be least interested in buying. There 
will be a market for some of the mass 


5° Journal of Commerce, August 22, 1944. 
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produced wartime ships among oper- 
ators of tramps, if the prices are low 
enough. But in most cases modern, spe- 
cialized ships will be wanted, faster and 
more efficient to operate than most of 
the ships built in wartime. For these the 
deficit countries will have to draw on the 
new building of the postwar years. It 
will take some time to restore fleets to 
their pre-war level by this means, espe- 
cially as the purchasers are likely to be 
hesitant about placing orders until they 
are sure that the high costs of production 
established in wartime have been re- 
duced to a level commensurate with the 
return they expect from operating the 
ships over a period of years. In the mean- 
time they will want ¢ merchant marine, 
even if it is not the first-class one they 
hope to obtain eventually. 

Chartering American vessels is clearly 
suggested. It will seem more attractive 
to charter Liberties and Victories than 
to buy them, if only because the transi- 
tion to the permanent, modern merchant 
fleet will be easier without having un- 
wanted ships to depreciate or scrap. The 
charter rates will be important, of course. 
The Bland Bill directs that they be based 
on the same system of valuation as sales. 
Chartering, as opposed to sales, appar- 
ently finds support in the Maritime 
Commission because of the control 
which can be exercised over the ship by 
charter provision. A Commission spokes- 
man has been described as suggesting 
that the surplus American vessels be let 
under charters preventing their use 
“competitively to a greater degree than 
was consistent with their prewar capaci- 
ty.”** Depending on their details, such 
provisions might negate the desirability 
of charters for the countries in question. 
This would be an efficient protective de- 
vice for American shipping and, by the 


* Ibid., August 5, 1944. 
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same token, would be a burden on the 
United States economy. 

No attempt has been made in this sec- 
tion to elaborate an American policy for 
the distribution of ships after the war. 
Present lines of development are ob- 
scure. Yet such a policy is the center of 
American action to shape postwar world 
shipping developments for good or ill. 
The principle is clear: As soon as pos- 
sible we should get our “surplus” ships 
into the hands of the countries that can 
make the most efficient use of them and 
that count on shipping for an important 
part of their national economic activity. 
This is to their interest and ours. The 
terms on which we make the ships avail- 
able are crucial.” Such indications as are 
available of American policy in this 
sphere give no sign that a liberal course 
will be followed or that a sufficiently 
flexible apparatus is being set up to en- 
able us to adapt a policy to changing 
situations as the war ends. 


V. AXIS SHIPPING 


Our chief enemies are not inconsider- 
able as shipping nations. Japan, . Ger- 
many, and Italy had the third-, fifth-, 
and sixth-largest merchant fleets, re- 
spectively, in 1939; their tonnage was 
5.6, 4.5, and 3.4 million, in the order 
given.’ Some idea of the probable war- 
time changes in their merchant fleets has 
been given in Section I. But, as was there 
pointed out, the evidence on which the 
estimates have had to be made is so frag- 
mentary that a very wide margin of error 
must be allowed. 


s? The whole financial question has been virtually 
ignored here because it depends on a closer examina- 
tion of shipbuilding than has been undertaken or 
calls for more detailed financial data than I have 
found available (see Wilcox, op. cit., for some con- 
sideration of the problem). 


83 Ships over 100 tons (Statistical Yearbook of 
the League of Nations, pp. 39-40). 
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Regardless of size, the disposition of 
Axis shipping at the end of the war has 
three aspects: immediate use of the ves- 
sels, reparations, and the restrictions, if 
any, that are to be put on Axis shipping 
for an indefinite postwar period. 

It seems obvious that if German, Ital- 
ian, or Japanese ships are needed to help 
ease a shipping shortage, they should be 
available for that purpose as soon as hos- 
tilities cease. So far as the public knows, 
that ‘s what has happened to the Italian 
vesseis. Yet Sir Arthur Salter records 
that after the last war there was a delay 
of four months after the Armistice in 
putting German ships to use, which “‘had 
a substantial effect on the world’s ship- 
ping position and in particular increased 
seriously the difficulties of relief.’’** No 
provision regarding ships was made in 
the Armistice, so that that matter had to 
be handled by subsequent negotiation 
with the German government. Control 
of Austrian shipping was secured some- 
what more quickly because the vessels 
were in ports occupied by the Allies; but 
even in that case there was a delay. Here 
appears to be a clear opportunity to 
learn a lesson for this peace from the last 
one. What is required is an armistice pro- 
vision (or a surrender term, if that is 
what it will be called) putting all Ger- 
man and Japanese shipping under the 
control of the C.S.A.B., U.M.A., or any 
other United Nations agency handling 
shipping. The ex-enemy vessels would 
then be pooled with those of the victors 
and used without discrimination. The 
period for which they would be con- 
trolled in this manner would presumably 
be uniform with the period for Allied 
ships. If the victors continue a control 
over the German and Japanese econo- 
mies that lasts beyond the time when 
Allied ships are decontrolled, the man- 


54 Salter, op. cit., p. 220; see also pp. 223 ff. 


agement of ex-enemy shipping would 
either pass to the agency exercising gen- 
eral control over the economies of the 
defeated countries or be kept by what- 
ever international shipping authority 
existed, even if it did not control other 
shipping. The principles on which Ger- 
man and Japanese shipping would be 
handled under such circumstances would 
derive from the nature of the general con- 
trol and are speculative so far as the 
scope of this article goes. There is noth- 
ing intrinsic in enemy merchant shipping 
that should single it out for special con- 
trol. If the economies of the ex-enemy 
countries are not subjected to restrictive 
controls, it would be desirable to bring 
German and Japanese shipping into 
whatever world shipping agreements 
were established. 


It seems clear that the U.S.S.R. and 
the occupied nations of Europe at least, 
and perhaps also Britain and the United 
States, will demand reparations of Ger- 
many. China, and perhaps others, will 
probably ask them of Japan. So far as 
this question has been publicly discussed, 
the trend has been to abjure money repa- 
rations and urge reparations in kind or 
“restitution.” The problem is very com- 
plicated in some fields but in shipping 
seems quite simple. The German (or 
Japanese) ships could be divided up, as 
far as they would go, among those re- 
ceiving countries which had lost vessels, 
either through sinking or through cap- 
ture. (Identifiable captured vessels 
would presumably be returned to their 
original owners; methods for choosing 
among the rest would have to be worked 
out.) The only limitation would be the 
lowest level to which it was desired to re- 
duce the German fleet, since there will 
clearly not be enough tonnage to satisfy 
the claims. Japan’s case may be some- 
what different, depending on which 
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countries are recognized as proper re- 
cipients of reparations from it. Unless 
the Japanese fleet is reduced to very 
small proportions, it is doubtful if China 
will be able to handle all the remaining 
tonnage. There is also a question as to 
the kind and quality of the ships that 
will be left to the Axis by the time the 
fighting is over. 

Admiral Land has already put in a 
claim on behalf of the United States for 
one-third of the German and Japanese 
merchant fleets.’ It seems unnecessary 
to add to the disproportion in merchant 
marines between the United States and 
its Allies by such a step. 

The question of future controls over 
German and Japanese shipping and ship- 
building falls outside the scope of this 
article, since it is a matter of long-run 
policy and the organization of interna- 
tional security. It has been argued that 
the defeated Axis powers should either 
not be permitted to operate ships at all 
or only on a much more restricted basis 
than before the war. This conclusion is 
usually supported by arguments of a 
security nature, urging that the defeated 
countries’ war-making power be checked 
by depriving them of merchant vessels. 
It seems clear that direct armaments 
control, if it can be enforced, will be 
more effective than the secondary con- 
trol over merchant shipping and will 
have less disastrous effects on the econo- 
mies of the defeated powers. There would 
be every ground, of course, for insisting 
that the Axis powers abide by whatever 
international shipping arrangements are 
made that place limitations on subsi- 
dized shipping. One gets the impression 
that the suggestion that the Axis powers 
be deprived of all shipping is to a con- 
siderable extent motivated by a desire 
to create a larger amount of shipping to 


5s New York Times, May 25, 1944. 


be divided among the United Nations, 
thus simplifying some of the difficult 
problems of inter-Allied relations and the 
distribution of shipping discussed above. 
It is always easier to reach agreement by 
putting the burden on the third fellow, 
who is outside the controversy. 


VI. CONCLUSIONS 


This article has described some of the 
shipping problems of the immediate 
postwar period. Much has been omitted, 
much sketchily treated. Shipping should 
not be considered in isolation from other 
international economic and _ political 
problems. Nor should shipping policy in 
the transition period be separated from 
long-run international shipping ques- 
tions. As a practical matter, such separa- 
tion is convenient for discussion. And, 
regrettably, in the practice of policy, 
very much the same thing is likely to 
happen. The general conclusions, which 
indicate the framework and main lines 
of policy, may be put down as follows: 
(1) by the end of 1944 the world’s mer- 
chant fleet was probably 10 million tons 
larger than in 1939; (2) during the transi- 
tion period, shipping is likely to be tight; 
what is left over from military and relief 
needs is sure to find commercial employ- 
ment; (3) international shipping control 
should be continued through the transi- 
tion period, merging, if possible, into any 
organization set up for long-run shipping 
control; (4) the United States should 
make as much shipping as possible avail- 
able to other United Nations whose 
fleets have become depleted by war; and 
(5) Axis ships should be pooled with 
those of the United Nations as soon as 
possible. 

These are not very sensational con- 
clusions, nor do those bearing on policy 
seem—to the objective observer—to be 
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asking too much of our policy-makers. 
Yet the discussion of each of them has 
shown some of the difficulties that will 
be encountered. There are many other 
difficulties, residing not in the material 
of the subject but in the milieu in which 
policy will be shaped. We do not, after 
all, live in a world in which governmen- 
tal decisions are made by totting up the 
pros and cons, measuring the short-run 
against the long-run, and then viewing 
the whole with enlightened self-interest 
and an unerring knowledge of our own 
abilities and best interests. We must re- 
member again what it was convenient to 
forget in the course of the article—the 
“other factors,” not discussed here, 
which will play such a role in policy- 
making. There is no necessary coinci- 
dence between the interests of American 
ship operators and of the United States, 
but the shippers now have a superlobby, 
federating all their existing trade organ- 
izations, which has been in action since 
February, 1944. There are “public edu- 
cation programs” under way to show the 
importance to Everyman of having “his 
own” modern merchant marine. The war 


has heavily underlined the legitimate 
national-defense arguments in behalf of 
the Merchant Marine, while obscuring 
the national economic interest, thus 
making it more difficult to work out 
compromises. Many persons, not least 
in Congress and the Administration, feel 
that we gain prestige from paying taxes 
to subsidize American ships to do what 
foreign vessels could do more cheaply. 
There appears to be some magic in the 
phrases “fair share” and “rightful place” 
all bound up with the desideratum of 
carrying 50 per cent of the nation’s trade 
on its own ships. 

These “other factors” are not new, 
nor are they peculiar, save in their par- 
ticular form, to shipping. Depressing as 
they are, it is still the duty of students 
of affairs to set them aside, at least for 
the moment, to look at the basic econom- 
ic issues involved; for, on the decisions 
which are made about shipping, a part 
at least of the nation’s future economic 
health will depend. It is also someone’s 
job to turn sound conciusions into practi- 
cal politics. 

PALISADES, NEw YORK 





THE NATIONAL WAR LABOR BOARD: ITS SIGNIFICANCE 


JOSEPH SHISTER* 


om its inception until September, 
Five the National War Labor 
Board and its agencies—regional 
boards and commissions—had closed 
almost 10,000 dispute cases and 275,000 
voluntary cases," involving almost every 
conceivable labor issue—wages, working 
conditions, union security, etc. It fol- 
lows, therefore, that the Board’s? actions 
are leaving an appreciable imprint on 
the pattern of American labor relations. 
And this imprint will remain not only 
for the duration of the war but also for 
the period following the close of hostili- 
ties. The Board’s policies will be signifi- 
cant as a starting-point for peacetime 
developments in those bargaining units 
where they will have exerted a direct in- 
fluence during the war; and they will serve 
as a precedent for policy in those units 
where the Board’s actions will not have 
left any lasting impact during the war. 
As a consequence, it is important to un- 
derstand what the implications of the 
Board’s decisions are for postwar labor 
relations. And it is also important, from 
a historical point of view, to understand 
how the Board has controlled the labor 
market during wartime. This paper will, 
accordingly, be concerned with both 
these problems. 
It is the purpose of this paper not to 


* The author is indebted to Mr. Abraham Weiss, 
of the U.S. Bureau of Labor Statistics, for reading 
the manuscript. 


_ ‘Statement by Chairman Davis of the Board 
(quoted in the Washington Post, September 21, 
1944). 

. * Hereinafter the term “Board” will refer to the 
National War Labor Board, unless otherwise 


Specified. 
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give a descriptive picture of the Board’s 
policies and functions,’ but rather to 
attempt a causal analysis. It will be as- 
sumed that the reader is fairly well ac- 
quainted with the evolution of the legal 
and administrative powers of the Board. 
It will also be assumed that the reader is 
familiar with some of the more basic poli- 
cies of the Board, such as, for example, 
the “Little Steel formula.” 


I. THE BOARD IN WARTIME 


The principal objectives of the Board’s 
actions have been: (a) the maintenance 
of harmonious labor relations so as to 
maximize war production and (b) the 
stabilization of the wage and salary 
structure.‘ As will be shown below, these 
two objectives are not only interrelated 
but are often at cross-purposes one with 
another. For the convenience of exposi- 
tion, however, the two will be treated 
separately here. 


A. THE MAINTENANCE OF HARMONIOUS 
LABOR RELATIONS 


Labor’s no-strike pledge after Pearl 
Harbor and the War Labor Disputes 
Act were not a definite assurance that 
labor would not strike if it should be 
totally dissatisfied with the Board’s de- 
cisions. Furthermore, even if labor had 
remained at work despite its total dis- 


3 A brief, but pertinent, descriptive picture of the 
Board’s policies and functions can be found in 
George W. Taylor, “Wage Regulation in Post-war 
America,” American Economic Review, Supplement, 
March, 1944. 

4 The Board has jurisdiction over salaries under 
$5,000 per year of those employees who are not 
subject to the regulations of the Commissioner of 
Internal Revenue. 
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satisfaction with Board policy, the rela- 
tionships between management and the 
unions, under such circumstances, would 
have been far from conducive to maxi- 
mum war production. The problem of 
maintaining harmonious labor relations 
fell, therefore, mainly upon the Board. 
It has attempted to carry out this obliga- 
tion primarily by the three following 
methods: (1) an appeal to the legal 
framework governing industrial rela- 
tions in wartime; (2) an appeal to his- 
torical precedent, wherever possible; 
and (3) the use of the principle of com- 
promise. 

1. Legal framework.—To settle a dis- 
pute on the basis of legal dictates,’ espe- 
cially during wartime, is, in most in- 
stances, a “safe” way of obtaining in- 
dustrial peace. Neither of the parties to 
the dispute can logically express dissatis- 
faction with the arbitrating agency, for 
the agency is merely carrying out the 
letter and spirit of the law. If there is dis- 
satisfaction, it is caused by the law it- 
self; and criticisms should be leveled 
against the legislative and executive 
bodies. But to criticize and disobey the 
government in wartime is considered 
unpatriotic, not to mention the po- 
tential sanctions.‘ And so the parties 

5 These “legal dictates” need not necessarily be 
formulated in statutes and/or executive orders. 
Thus, for example, “‘on April 27, 1942 the President 
announced a seven-point stabilization program 
which, in effect, provided as a general policy that 
no further general wage increases were to be made 
except to correct gross inequities” (statement by 
George W. Taylor, vice-chairman of the Board, 
op. cit., p. 185). 


* Unless, of course, the government policy is 
clearly inconsistent with the dynamic socioeconomic 
patterns. This has been the rationale of the recent 
attack by organized labor on the Little Steel formu- 
la. Although wages under this formula have been 
allowed to increase only 15 per cent (on the basis 
of the rates prevailing on January 1, 1941) with 
respect to cost-of-living variations, the cost-of-living 
between January 1, 1941, and July 15, 1944, had 
already increased 25.1 per cent. 


will, as a rule,’ refrain from disobeying 
the legal enactments. 

In many instances a unilateral appli- 
cation of the law on the part of the Board 
has been feasible.* Under these circum- 
stances the Board’s task has been rel- 
atively simple. In other cases, how- 
ever, there have been several courses 
open to the Board within the given legal 
framework. When this has occurred, the 
Board’s emphasis seems to have been on 
the avoidance of intraplant and/or inter- 
plant wage inequities, even to the exclu- 
sion of the other factors if necessary.’ 
The rationale of this approach, it seems 
to the writer, has been the belief that 
inequities in the wage structure, notably 
intraplant inequities, breed dissatisfac- 


7 There have, of course, been exceptions to this 
rule. These exceptions will be discussed later (see 
below, p. 44). 


5 E.g., in refusing to grant a general wage in- 
crease where none of the following conditions was 
present: intra- and/or interplant inequities, sub- 
standard wages, maladjustments, and rare and un- 
usual cirumstances. 


*The Board has, of course, granted wage in- 
creases in all cases where a substandard wage has 
existed. When the granting of such an increase 
might, however, create or perpetuate wage inequities 
(notably within the plant), the Board has specified 
that the increases be apportioned among the work- 
ers so as to avoid such inequities. Thus, e.g., in the 
Everbest Engineering Corporation case (No. 551), 
the opinion of the Board specified that “the appor- 
tionment among the employees of the wage increase 
here directed must be designed, primarily, to the 
elimination of the clearly substandard rates prevail- 
ing in this plant. That purpose, however, can be 
achieved without sacrificing the economically de- 
sirable result of a properly balanced wage plan if in 
their negotiations the parties will be guided by these 
considerations: (1) the increase should be so dis- 
tributed that rates for any occupation shall not 
be fixed at a level in excess of the rate prevailing 
for that occupation in the labor market; (2) it 
should be so distributed as to eliminate or reduce 
the unusual rate variation that now prevails with- 
in the company’s wage scales; (3) it should be so dis- 
tributed as to maintain the minimum differenti 
between immediately interrelated job classifications 
necessary for the maintenance of productive efi- 
ciency.” 
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tion and poor morale among the workers; 
low morale, in turn, generates ineffi- 
ciency, labor turnover, and, at times, 


complete work stoppage. This viewpoint 
was expressed by the Board in the West 
Coast Airframe Companies cases (Nos. 


174, 307, etc.): 


In our opinion there is no single factor in the 
whole field of labor relations that does more to 
break down morale, create individual dissatis- 
faction, encourage absenteeism, increase labor 
turnover, and hamper production than obvi- 
ously unjust inequalities in the wage rates 
paid to different individuals in the same labor 
group within the same plant. 


Vice-Chairman Taylor expressed a simi- 
lar viewpoint in his statement that “‘the 
absence of a proper internal rate align- 
ment may often be more destructive of 
employee morale than interplant dif- 
ferences.””*° 

Thus, in the New York Employing 


Printers’ Association case (No. 111- 
go-R), the Board could have granted the 
workers concerned (New York Typo- 
graphical Union No. 6) the $4.20 weekly 
increase in wages to which they were “‘en- 
titled” under the Little Steel formula. 
But if the Board had done this, it would 
have created inequities in the wage 
structure.* True, the inequities could 
have been avoided by granting similar 


© Op. cit., p. 188. 


** At the time the case was before the Board, the 
compositors were receiving $58.40 per week. The 
rates of the compositors had been “traditionally re- 
lated to the rates paid to employees in the other 
occupations in the printing industry.” Thus, “for 
thirty years a practically identical base rate had 
been paid to pressmen and compositors.” To grant 
the compositors an increase of $4.20 per week—the 
amount to which they were entitled under the Little 
Steel formula—would have made the compositors’ 
scale higher than that of the pressmen, the latter 
receiving $60 per week as a result of negotiations 
held with the employers just before the compositors’ 
case went to the Board. The Board, therefore, 
awarded the compositors an increase of $2.00. 


increases to the related crafts in ques- 
tion, but this would have started an in- 
flationary wage spiral. Accordingly, the 
alternatives open to the Board were 
either to meet the “requirements’’ of the 
Little Steel formula and create inequities 
or to deny the increase under Little Steel 
and maintain an equitable wage struc- 
ture. The Board adopted the latter 
course. A similar procedure has been fol- 
lowed by the Board in other cases in- 
volving the same (or an analogous) 
problem.” 

The recent telephone strikes in Ohio, 
generated by the existence of intraplant 
wage inequities,’ clearly illustrate the 
validity of the Board’s belief in the 
danger of intraplant wage inequities to 
harmonious industrial relations. 

2. Historical precedent—The appeal 
to historical precedent as a means of 
maintaining industrial peace might be 
explained along the following lines: 
Where an arbitrator’s decision is based 
on historical precedent, especially if this 
historical pattern has been created and/ 
or perpetuated by collective bargaining, 
neither party to the dispute can logically 
accuse the arbitrator of attempting to 
innovate in the field of industrial rela- 
tions. When the parties are convinced of 
the negative fact that the arbitrator is 
not trying to impose any “revolutionary” 
change on either of them, the first step 
in avoiding conflict has already been 
taken. And when, in addition, the posi- 
tive part of the arbitrator’s action is 
molded along historical lines, the parties 


"2 Lever Brothers, Cases Nos. 2276-CS-D, 2303- 
CS-D; Associated Milk Dealers Inc., Case No. 
2400-CS-D; Three Refractory Brick Companies, 
Case No. 2392-CS-D; Smith and Wesson Inc., 
Case No. 2496-CS-D; Cleveland Newspaper Publish- 
ing Association, Case No. 2987-CS-D; Motor Wheel 
Corporation, Case No. 111-221-C; Timken Detroit 
Axle Company, Case No. 111-73-D. 


t3 New York Times, November 22, 1944, Pp. 1. 
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are very likely to go along with the de- 
cision.*4 

The Board’s allusion to historical prec- 
edent in dispute cases has manifested it- 
self in a number of different issues. Thus, 
the Board has refused to eliminate wage 
differentials developed over the years 
between different areas or regions (the 
North and South, for example). In the 
Fifty-nine Cotton Textile Companies 
cases (Nos. 104, 105, etc.), it was stated: 
“The Board has determined that the 
question of the existing North-South 
wage differential in these cases should 
not be adjusted by the Board [because] 
.... this regional differential in wages 
is of long standing.” The Board adopted 
the same viewpoint in a number of other 
cases.*® 

The Board has refused to eliminate 
differentials between plants of the same 
company located in different regions. In 
the Chrysler Corporation case (No. 240), 
the Board expressed the view that “such 
regional differences as are involved in 
this case are of long standing and,.... 
they have continued to prevail through- 


4 In relation to the view taken in the text above 
(as regards the arbitration of terms for a new labor 
contract), it is of interest to quote the opinion of one 
of the country’s most successful arbitrators with 
respect to the settlement of disputes arising during 
the life of the contract. He says: “The experience 
[of labor and management] with outside arbitrators 
has been quite unfortunate .... the decisions [of 
these arbitrators] are unsatisfactory, fending in a 
direction opposite to the development of the joint agree- 
ments. This has caused employers as well as unions 
to distrust’ arbitration .. . . and to avoid it where- 
ever possible” (W. M. Leiserson, “Constitutional 
Government in American Industries,” American 
Economic Review, Supplement, March, 1922, 
p. 64). (Italics mine.) 


*S E.g., Five St. Louis Refractories Companies, 
Case No. 2476-CS-D; Three Refractory Brick 
Companies, Cases Nos. 266-A, 266-B, 266-C; 
Wisconsin Pattern Manufacturers, Cases Nos. AR- 
174, AR-175; New England Textile Operators, 
Case No. 147; Patterson Truck Owners and Opera- 
tors, Case No. 492; West Coast Pine Industry, 
Cases Nos. 321, 370, etc. 


out several collective bargaining agree- 
ments. The presumption is, therefore, 
that they are not gross inequalities which 
result in discriminatory treatment to 
the affected employees.” The same ap- 
proach characterized the Board’s deci- 
sion in the American Brass Company 
case (No. 131). Similarly the Board has 
refused to disturb historical wage differ- 
entials between different companies lo- 
cated in the same area or region.” 

Where the historical trend (with re- 
spect to any of the factors discussed 
above) has shown a continual narrowing 
of the wage differential, the Board has 
usually been willing to encourage this 
trend but has refused to eliminate the 
differential completely."7 A continued 
narrowing of the differential means, in 
effect, the perpetuation of a historical 
trend, but a complete elimination of the 
differential signifies an abrupt break with 
precedent. 

The Board has also relied on historical 
precedent, wherever present, in settling 
the issue of union security. It has de- 
clined to change a given type of union 
security in favor of maintenance of 
membership, where the former has be- 
come embodied in the labor contract as 
a result of collective bargaining.”* In the 
Harvill Aircraft Die Company case (No. 
103), the Board stated that “no company 
can take advantage of the Board’s stand- 
ard provision for union security to reduce 
the provision for the union shop to the 
provision for maintenance of member- 


* American Home Products Company, Case 
No. II-164; Lane Cotton Mills Company, Case No. 
638; Chrysler Corporation, Case No. 240. 


Jf? Aluminum Company of America, Case No. 66. 


"8 On other issues, too, the Board has gone along 
with the provisions of the expired contract, pro 
vided that these provisions have not been contrary 
to the legal and administrative framework within 
which the Board has operated. 














ship.” This decision set the pattern for 
the settlement of such issues.” 

Finally, in applying its decision in the 
“Big Steel” case”® to those firms that, in 
the past, had followed the wage pattern 
set by the United States Steel Corpora- 
tion,” the Board was, in effect, appealing 
to historical precedent as a method of 
successfully settling labor disputes. 

3. Principle of compromise.—Where 
the Board has been confronted by an is- 
sue for which there is no definite his- 
torical precedent, and for which the 
law does not provide any specific meas- 
ure, it has utilized the time-honored 
principle of compromise” to compose 
the differences.** The problem of 


%*Horst Manufacturing Company, Case No. 
698; J. M. Deutsch, Case No. 11-47-C; Public 
Service Brass Company, Case No. 405; Everbest 
Engineering Corporation, Case No. 551; Five Pitts- 
burgh Department Stores, Case No. 699; Brew 
Schneider Company, Case No. 562; Safeway Trails 
Incorporated, Case No. 860. 


* United States Steel Corporation, Case No. 364. 


*E.g., Wheeling Steel Corporation, Case No. 
494; Blaw-Knox Company, Case No. WA-so0; 
Pittsburgh Tube Company, Case No. WA-178; 
National Supply Company, Case No. WA-75; 
Timken Roller Bearing Company, Case No. 440; 
Columbia Steel and Shafting Company, Case No. 
WA-49; Moltrup Steel Company, Case No. WA-267. 


™TIt has been contended that “an arbitration 
award which is not accepted by one of the principal 
parties concerned is futile, and that... . under 
the present conditions of society any effort to decide 
wages and conditions by other than a compromise 
method is ‘seeking the unattainable’ ” (R. E. Mont- 
gomery, Industrial Relations in the Chicago Building 
Trades (Chicago, 1927], p. 270). 


_ “In effect, the compromise principle has been 
implemented by considerable “behind-the-scene” 
transactions for the sake of maintaining industrial 
peace. As Arthur Krock writes: “The handling by 
the Administration of John L. Lewis’ strikes and 
strike threats and of the case of the railway workers’ 
wage was anything but straightforward. And the 
WLB as well as the President have pursued some 
tortuous paths of sophistry in coming to settlement 
of labor disputes, not only on wage but on union and 
employer relationships” (New York Times, October 
6, 1944, p. 22). 
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union security has been precisely such an 
issue.*4 

The controversy of the open versus 
closed shop has long been a bone of con- 
tention in American industrial relations. 
It was not surprising, therefore, that 
when the war broke out and labor’s bar- 
gaining power took an upward turn, the 
unions began to insist on the closed 
shop.*S The employers, in turn, clamored 
for the open shop. This left the Board 
with a very delicate issue to handle. To 
grant the unqualified demands of one 
group or the other would definitely have 
created industrial strife. Compromise 
seemed the only way out, and the com- 
promising principle relied upon was 
maintenance of membership. This is 
clear in the following statement by the 
majority of the Board in the Humble 
Oil and Refining Company case (No. 
11-1819-D) opinion: 

These two positions [open and closed shop] 
honestly and stubbornly held, if unreconciled, 
would result in industrial disruption and the 
monthly loss of many millions of manhours of 
production. .... National necessity could not 
allow production to stop while this bitter issue 
was being long fought out on the picket lines. 
Some advised that the issue should be ignored. 
Others argued for the maintenance of the status 
quo. A fair and stable answer had to be found. 
The answer was found in the provision for the 
maintenance of the voluntary established union 
membership. 


Chairman Davis seems to be following 
the same line of thought when he states: 


The Board was created on the assumption 
that the peaceful cooperation of responsible 


*4 Unless, of course, collective bargaining between 
the parties in the past has set a precedent for union 
security, as pointed out above. 


25 It should be noted, of course, that even prior 
to the outbreak of the war, and even prior to the 
beginning of the defense boom, the unions had de- 
manded the closed shop. In reality there is a dis- 
tinction to be drawn between the closed shop and 
the union shop. For the purposes of this paper, 
however, both terms will be used indiscriminately. 
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organized labor and responsible management 
is essential in carrying on the war. It follows as 
a close corollary that the Board in peacefully 
settling the labor disputes which come before it, 
must continually bear in mind the broad prin- 
ciple that neither management nor labor shall 
take advantage of one another as a result of the 
changed conditions brought about by the war, 
either by direct aggression or by indirectly 
bringing about a situation which leads to a na- 
tural process of disintegration.* 


Coupled with the principle of com- 
promise in establishing the maintenance- 
of-membership policy has been the equi- 
table desire not to weaken the unions as 
a result of their no-strike pledge. This 
seems to be the gist of the following 
Board comment: 

Management in the war industries has the 
guarantee for the duration of the war of con- 
tinuous business without the usual risks to in- 
vestments. The unions, with the unusual risks 
of the war pressure against strikes and general 
wage increases, except in the nature of equitable 
adjustments, need some security against dis- 
integration under the impact of war. It is in the 
interest of equity that the union, which might 
win by a strike the more complete security of 
the union shop or even the closed shop, be 
assured the maintenance of membership which 
it already has or may voluntarily acquire. It is 
in the interest of war production that the peace- 
ful mediation and arbitration of this crucial 
issue by a public board be substituted for strikes 
’ and private war.?7 


The Board’s “compromising attitude” 
has also been exhibited on the issue of 
vacations with pay. Given the fact that 
labor’s ability to obtain wage increases 
has been limited by the national stabili- 
zation policy, the Board has attempted 
to satisfy labor by granting paid vaca- 
tions, or its equivalent, wherever pos- 
sible.* This viewpoint is supported by 


* Walker Turner Company, Case No. 17. 
27 Ryan Aeronautical Company, Case No. 46. 


** The contradiction between this view and the 
one expressed with respect to the Board’s emphasis 
on the legal framework as a means of attaining 


two facts. In the first place, the B 

has not been under any legal compulsio 

or within the ambit of any histori 
precedent, to grant vacations, but it has! 
done so nevertheless. It has gone so fay 
as to state that “it is within the discre} 
tion of the Regional Boards to order or, 
approve vacation plans providing for two | 
weeks after five years of service even | 
though it is not shown that such provisions | 
are the prevailing practice in the local area | 
or in the particular industry.”*® 

The second fact supporting the view | 
that the Board’s vacation policy has been 
largely, although perhaps not exclusive- 
ly, a compromise measure, is that the 
Board has frequently ordered the pay- 
ment of a given monetary sum, instead 
of vacations, where it has not been pos- 
sible to let the workers take time off be- 
cause of production considerations.* If 
the Board’s vacation policy were based 
exclusively on the belief that vacations 
increase efficiency, why has it pursued 
the course outlined above? 

The Board’s attempt to pursue a poli- 
cy of compromise, for the sake of indus- 
trial harmony, is further evidenced in 
its attempt to decide cases on the basis 
of equity within the confines of the legal 
framework rather than on the basis of 


harmonious labor relations (see above, pp. 38-39) 
is more apparent than real. It was not meant to 
imply that the appeal to the legal framework, in 
itself, is always sufficient to maintain harmonious 
labor relations. 


29 Fulton Iron Works, Case No. 11-2419-HO. 
(Italics mine.) 


3° McLean-Arkansas Lumber Company, Case 
No. 2988-D; Chrysler Corporation, Case No. 240; 
Ford Motor Company, Case No. 234; Bower Roller 
Bearing Company, Case No. 12; Dickson-Jenkins 
Manufacturing Company, Case No. 2546-D; Rams- 
dell Tool and Manufacturing Company, Case No. 
3052-D; Automatic Transportation Company, Case 
No. 442; Detroit Tool and Die Association, Case 
No. 251; Brew Schneider Company Incorporated, 
Case No. 562. 














sophisticated technicalities.* This view- 
point has been clearly expressed by the 
Board in the following terms: 


As this Board has said over and over again, 
it prefers to decide cases upon the equities 
rather than upon legalistic technicalities. The 
Board is charged with the duty of promoting 
harmonious labor relations between employers 
and employees in the interest of maximum pro- 
duction for war. If the War Labor Board were to 
decide cases upon legalistic and technical 
and overlook the equities inherent in the meri 
of cases . . . . its decision would tend to impede 
rather than to aid wartime production. 


Wherever possible, the Board has 
tried to have the parties to the dispute 
come to a settlement among themselves 
rather than have the Board, or one of its 
agencies, determine the final adjust- 
ment. Although this method does not 
logically fall within any of the three basic 
categories outlined above, it has never- 
theless contributed toward maintaining 
harmonious labor relations. The Board 
has utilized this approach in conjunction 
with job evaluation and classification 
cases. Thus, it has stated: 


The adjustment of rates within a group of 
related jobs is a delicate matter requiring inti- 
mate familiarity with the conditions and operat- 
ing techniques obtaining in the plant. Except 
as the last means of finally determining a labor 
dispute it is not a matter to be undertaken by 
a governmental agency possessing at best a less 
profound knowledge than the parties of the de- 
tailed situation and the effect on other rates in 
the plants of whatever adjustments are finally 
made. It is then a subject that lends itself pe- 
culiarly to the process of bona fide collective 
bargaining where the two parties best qualified 


3*One could argue, of course, that to decide a 
case on the basis of equity is not really a compromise 
procedure. This is a moot question. Whatever the 
logic of the classification, however, the fact remains 
that the Board has relied on the equity procedure 
(rather than technical niceties) as a means of main- 
taining industrial peace. 

* Six Pittsburgh Pattern Companies, Cases Nos. 
3-596, etc. Also see the decision in United States 
Steel Corporation, Case No. 364. 
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and most directly interested may jointly seek 
the most satisfying solution both from an 
operating and human point of view.%3 


Similarly, on the question of ability 
to pay, the Board has left it to the union 
to decide whether it wants to work for 
substandard wages, or for less than the 
prevailing minimum wage rate in the 
community, where the company has 
been unable to afford a wage increase. 
True, the Board has always ordered the 
company to grant an increase where the 
wages have been below the criteria men- 
tioned above, but it has usually added 
the proviso that if the parties could come 
to an agreement among themselves they 
were free to do so. Thus, in the Alumi- 
num Company of America case (No. 66), 
the Board stated: 

It is recognized that ... . if it is found that 
the industry cannot operate and pay a wage 
of health and decency, the wage determining 
tribunal should so notify the employees, and it 
should leave up to the employees in question 
as to whether or not they wish to carry the 
financial burden of such an industry on their 
shoulders to the extent of a difference between 
a substandard wage and a living wage. 


To what extent has the Board been 
successful in maintaining harmonious 
labor relations by the methods discussed 
in the preceding paragraphs? It is impos- 
sible to give a definitive answer to this 
question not only because strike statis- 
tics fail to indicate whether labor rela- 
tions are really harmonious in the sense 
of contributing to maximum production, 
but because even the strike statistics 
themselves have been influenced by a 
number of factors in addition to the 
policy of the War Labor Board—labor’s 
no-strike pledge and the War Labor Dis- 
putes Act, to mention only two. The 
figures to be quoted below should, there- 


33 Everbest Engineering Corporation, Case No 
551. 
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fore, be examined with these reservations 
in mind. 

In 1942, the first year of the Board’s 
existence, 4,182,557 man-days were lost 
because of strikes, as compared to 23,- 
047,556 man-days lost in 1941.*4 In 1943, 
however, there were 13,500,529 man- 
days lost through idleness.** Although 
the number of man-days lost which were 
of Board concern in 1943 was “large” — 
11,302,181, in all—it does not follow 
from this that the Board has failed in its 
attempts to maintain industrial peace, 
for only 4 per cent of these man-days 
lost resulted from strikes which took 
place after the Board had rendered its 
decision; and, of these, a good portion 
were strikes called to obtain compliance 
by employers with the Board’s deci- 
sions.** This means that, actually, very 
few strikes were generated by labor’s 
dissatisfaction with the Board’s policies. 
The remainder of the man-days lost 
(which were of Board concern) was made 
up of 9,595,829 (85 per cent of the total) 
arising out of strikes called before the 
issues were submitted to the Board and 
1,273,893 (11 per cent of the total) aris- 
ing out of strikes called while the dis- 
putes were under Board consideration. 
With respect to the latter-category, com- 
prising 565 strikes, it is significant to note 
that approximately 300 were called be- 
cause of the delay by the Board in hand- 
ing down decisions. When one realizes 
that this delay, entailed by a heavy back- 
log of cases, was beyond the Board’s con- 
trol,37 one must conclude that, on the 

34 U.S. Bureau of Labor Statistics, Strikes in 1942 
(Bull. 741 [Washington, 1943)). 

35 U.S. Bureau of Labor Statistics, Sirikes in 1943 


(Bull. 782 [Washington, 1944]). Of this total, over 
69 per cent resulted from the now famous coal 


stoppages. 

3% Tbid., p. 1. 

37A larger appropriation for the Board would 
have eliminated, or at least mitigated, this delay. 


whole, the Board has done a competent 
job in maintaining industrial peace. 


B. THE STABILIZATION OF WAGES 


The problem of stabilizing wages, as 
previously pointed out, has been inex- 
tricably connected with the problem of 
maintaining harmonious labor relations 
in wartime, for any change in wages must 
of necessity have some influence, good 
or bad, on labor relations. It is no argu- 
ment to contend that, since wage sta- 
bilization is a function of a “well-estab- 
lished” legal framework, it is beyond the 
Board’s control and that, therefore, the 
Board’s influence on industrial harmony 
has been exerted exclusively via non- 
wage issues. According to this view, wage 
stabilization and industrial harmony are 
two distinctly unrelated objectives. But 
this thesis is erroneous not only because, 
to a large extent, the legal framework in 
question was patterned after the policies 
first formulated by the Board itself but 
principally because, as has been shown 
above, the legal directives frequently 
leave the Board free to choose one or 
more of several different courses of ac- 
tion. Under such circumstances, the 
Board is far from a “rubber stamp” in 
carrying out the stabilization policy. 
And, as a consequence, it has continually 
kept in mind the effect of a given policy 
on both wage stabilization and industrial 
peace. Thus, for example, the prevention 
and/or elimination of intraplant inequi- 
ties has been dictated by the desire both 
to maintain industrial harmony and to 
stabilize wages. Similarly, the refusal of 
the Board to eliminate historical wage 
differentials has been attended by the 
same dual purpose. The ensuing para- 
graphs should, therefore, be read with 
this point in mind. 

From October, 1942 (the date of the 
Stabilization Act), until October, 1944, 








ent 











gross average hourly earnings in manu- 
facturing increased 15.4 per cent. Does 
this mean that the Board has failed to 
stabilize wages? It must be remembered 
that the figure quoted above refers to 
earnings and not to rales, whereas the 
Economic Stabilization Act, and the 
various Executive Orders issued pursu- 
ant thereto, relate to the stabilization of 
wage rales. But even with respect to 
rates alone, the Board’s actions resulted 
in an increase of 3.2 per cent between 
October, 1942, and October, 1944; fur- 
ther, average straight-time hourly earn- 
ings (adjusted for inter-industry shifts) 
increased 12.5 per cent during the period 
in question.’* This increase is not at- 
tributable to any dereliction of duty on 
the part of the Board. Rather, it lies 
primarily (although not exclusively) in 
the legal directives under which the 
Board has been operating*® since the 
issuance of Executive Order 9250.*° Ac- 
cording to these directives, the Board 
has been empowered to permit wage 
increases where: (a) the extant scales 
are substandard, or (b) there are intra- 
plant and/or interplant inequities, or 
(c) the full sum under the Little Steel 


38 Report [by the Board] to the President on the 
Relationship of Wages to the Cost of Living, and the 
Changes Which Have Occurred under the Economic 
Stabilization Policy (Washington, D.C., February 
12, 1945), Appendix D, p. ts. 


3° It can be argued, of course, that to a large ex- 
tent these legal directives were patterned after 
the policies formulated by the Board itself and that, 
therefore, in this sense, the Board has contributed 
to the inflationary trend by its own actions. To 
examine the validity of this argument would in- 
volve an analysis of the entire question of price 
control in wartime, and such an analysis lies beyond 
the scope of this paper. 


“*Some of the provisions of Executive Order 
9250 were modified by Executive Order 9328 and 
the policy directive issued by the Director of Eco- 
nomic Stabilization on May 12, 1943. The outline 
above related to the powers of the Board since this 
policy directive. 
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formula has not been exhausted, or (d) 
there are rare and unusual circumstances 
present, or (¢) there is a question of pro- 
motions, reclassifications, merit in- 
creases, incentive wages, or the like, 
provided that no increase in prices or 
appreciable increase in production costs 
results. 

In one respect—the Board’s policy 
with respect to paid vacations, previous- 
ly discussed“—it might be argued that 
the Board has contributed to the infla- 
tionary trend of the national wage bill as 
a result of its own actions. These vaca- 
tions have been granted with a view to 
maintaining harmonious labor relations, 
thus bringing to light a conflict between 
the Board’s stabilization policy and its 
industrial harmony objectives. And the 
Board’s resolution of this conflict seems 
to be based on the premise that the ad- 
vantages to be gained from harmonious 
relations, resulting in part from paid va- 
cations, more than offset the inflationary 
results which these vacations might 
entail. 

In relation to the Board’s policy with 
respect to overtime payments, the point 
has been aptly made that “overtime pay- 
ments are largely governed by the Fair 
Labor Standards Act and are therefore 
not subject to Board control. It is true 
that the Board has approved a certain 
amount of overtime pay in intra-state 
business, but the total is negligible.”# 

The Board’s policy with respect to 
bonus payments can hardly be called in- 
flationary in view of the fact that it has 
ordered the payment of bonuses only in 
those instances where “the bonus was 
either by agreement or by custom and 
practice considered an integral part of 


4* See above, p. 42. 


#M. Derber, comment in American Economic 
Review, September, 1944, Pp. 574-75- 
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the employee’s salary.”’** And this policy 
was dictated by Executive Order 9250, 
which provides, among other things, that 
the Board should not approve a decrease 
in wages or salaries below the highest 
level paid between January 1, 1942, and 
September 15, 1942.‘ 

With regard to work-shift wage differ- 
entials, it might be argued that, in so far 
as these differentials have been ordered 
by the Board on the vasis of area and/or 
industry practice,“ the Board has, by 
its own actions, contributed to the infla- 
tionary trend. It should be noted, how- 
ever, that, in ordering shift differentials, 
the Board has also taken into considera- 
tion the “job content” factor.“ In this 
respect, therefore, the shift differential 
is a remuneration for a more onerous 
type of work; it is not a wage-rate in- 
crease but (in a sense) a different wage 
rate altogether. But it must be admitted 
that as a result of the decision in the re- 
cent steel case (U.S. Steel Corporation 
et al., No. 111-6230-D, Nov. 25, 1944), in 
which differentials were ordered for 
workers operating on rotating shifts, the 
Board has clearly contributed to the in- 
flationary spiral.‘7 It seems, therefore, 
that here, as in the case of paid vaca- 
tions, the Board’s actions were generated 


43 Nineteen Hundred Corporation, Case No. 
111-1138-D. 

44 Secs. 3 and 6 of Title II of Executive Order 
9250. 

48See Globe Steel Tubes Company, Case No. 
111-849-D. 

4° Thus, in the opinion of the Big Four Rubber 
Companies case (Nos. 2307-CS-D, 190, etc.), it was 
stated: “The disadvantages to the employee who 
customarily works unusual and undesirable hours, 
as compared to others doing the same kind of work, 
support a rate differential in many cases.” 


47In the Globe Steel Tubes Company case 
(No. 111-849-D), the Board ordered shift differ- 
entials despite the fact that “403 out of the 957 
plant employees [were] actually on a rotating shift 
basis.” 


by the necessity of compromise so as to 
maintain industrial peace and maximum 
production. 


II. BOARD POLICY AND POSTWAR 
INDUSTRIAL RELATIONS 


The Board was created as a purely 
wartime agency and, as a result, has 
focused its attention on policies related 
exclusively to the successful prosecution 
of the war. In all instances (prior to the 
recent steel case) where the issues in- 
volved have contained elements pertain- 
ing to the postwar period, the Board has 
decided the problem solely on the basis 
of its relationship to wartime conditions.“ 
It does not follow from this, however, 
that the Board’s decision will have no 
effect on the pattern of industrial rela- 
tions in peacetime. True, when the war 
is over and the danger of inflation has 
passed, one aspect of the Board’s policy 
—wage  stabilization—will disappear 
from the scene. But given that many of 
the elements of labor policy that have 
arisen during this war have been, and 
will continue to be, an integral part of 
union-management relationships, it is 
evident that the Board’s actions are 
bound to affect the operation-of collec- 
tive bargaining in the postwar era. The 
mere fact that the collective-bargaining 
patterns which will serve as a starting- 
point for postwar relations will have been 
influenced, to a substantial degree, by 
the Board’s decisions will in itself be a 
significant condition affecting labor rela- 
tions. Furthermore, the fact that the 
Board’s policies have proved themselves 
a “workable arrangement” will be an im- 
portant factor in inducing labor and 

# E.g., in the Bell Aircraft Corporation, Case 
No. 111-131-C. In the steel case, however, the Board 
changed its policy, at least to some degree, by 
ordering the payment of dismissal wages (U.S. 
Steel Corporation ef al., Case No. 111-6230-D, 
Nov. 25, 1944). 
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management to carry over many of the 
Board’s decisions into their permanent 
relations. And there are still other factors 
pointing to the same conclusion, as will 
be shown below. 

It is true, of course, that the Labor 
Board of the last war did not leave much 
of an imprint on American labor rela- 
tions. This does not mean, however, that 
the long-range influence of the current 
Board will experience the same fate. In 
the first place, the present Board has had 
a longer existence and a far greater scope 
of activity than did that board in the 
last war. And, in the second place, the 
postwar era, this time, will be far more 
conducive to successful collective bar- 
gaining than was the case last time.‘ 

In no instance has the Board set up 
completely new patterns of labor rela- 
tions.*° On all issues the essence of the 
patterns existed before the Board came 
into being. Prior to the Board’s actions, 
however, many of these patterns were 
either vaguely formulated or infrequent 
in their application. Its articulation of 
these patterns has brought them to the 
attention of labor and management in a 
very vivid fashion. The Board’s policies, 
in this context, will now be discussed in 
turn. 


As one writer points out: “The First War 
Labor Board fell victim to the passionate retreat 
back to Normalcy. Before the advent of the Second, 
the National Labor Relations Board had already 
set about the long delayed task of modernizing our 
labor relations and giving them a form consistent 
with our industrial organization. The Second Board, 
thus, started to work with the foundations of a 
soundly conceived machinery of labor relations . . . . 
it has applied and extended principles (within the 
limits set by expediency and the balance of forces) 
which have been consistent with the long-range 
forward principles presently at work” (L. L. Jaffe, 
“Post-war Labor Relations,” Jowa Law Review, 
XXIX [1944], 296). 


» Excepting, of course, with respect to wage 
stabilization, which will go out of existence some- 
time after the war. 
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A. MAINTENANCE OF MEMBERSHIP 


The principle of maintenance of 
membership™ was not unknown prior 
to the Board’s existence. It had been 
used “as far back as 1925 in such as- 
sorted industries as street railways, paper 
and pulp, chemicals, meat-packing, the 
needle trades, gas station operation, 
textiles, wood-working, and electrical 
appliances.’”’* Similarly, the National 
Defense Mediation Board had called for 
maintenance of membership in several 
cases. It has been under the Board’s 
jurisdiction, however, that the principle 
has been applied on an extensive scale 
for the first time** and given a clear and 
workable connotation. 

As previously pointed out, the appeal 
to the maintenance-of-membership prin- 
ciple was largely a compromise measure 
as between the open and the closed 
shop. With the cessation of hostilities, 


s*The standard maintenance-of-membership 
clause provides, in essence, that any worker who 
signifies his intention of remaining a member of the 
union within 15 days after the Board’s directive 
order, must remain a member in good standing for 
the duration of the contract in question, or else be 
compelled to give up his job. 

s2 Address by Lloyd K. Garrison, public member 
of the Board, before the American Management 
Association, New York City, May 24, 1944. Herein- 
after this address will be referred to as the “Garrison 
Address.” 


53 See U.S. Bureau of Labor Statistics, Report on 
the Work of the National Defense Mediation Board 
(Bull. No. 714), pp. 24-29. 

54 Between January 12, 1942, and August 1, 
1944, the Board granted maintenance-of-member- 
ship clauses in 310 cases, denied it in 17, and ordered 
it to be submitted to employees for referendum in 3. 
(I am indebted to the Board’s research staff for 
making these figures available to me.) This does not 
include the numerous cases handled by the regional 
boards and commissions. 


ss And even as a compromise measure, it passed 
through a process of trial and error before reaching 
its so-called standard form (see Bryce M. Stewart 
and Walter J. Couper, Maintenance of Union Mem- 
bership [New York: Industrial Relations Counselors, 


1943], pp. 10-16). 









48 JOSEPH SHISTER 


the problem of union security will once 
again become a burning issue in the field 
of industrial relations. That the parties 
may rely on maintenance of membership 
as a way out is not at all unlikely. Main- 
tenance of membership does, in effect, 
meet many of the requirements of union 
security without entailing the allegedly 
unethical implications of the closed 
shop.* In those bargaining units where, 
prior to the war, no definite form of union 
security had been instituted, it is quite 
possible for maintenance of membership 
to become the rule. It is hardly likely, 
however, that those unions who have 
gained the closed shop will be “induced” 
to relinquish it in favor of maintenance 
of membership. 

Should maintenance of membership 
become the predominant type of union 
security after the war, it may well prove 
to be a more (socially) workable ar- 
rangement than the closed shop. For 
one thing, maintenance of member- 
ship does not carry with it the stigma 
associated with the closed shop—name- 
ly, the interference with individual liber- 
ty. Under the closed shop, where a man 
is forced to join a union whether he likes 
it or not, he is being deprived of his dem- 
ocratic rights.’’ 

86 This explains in part why the labor members 
on the Board have consistently voted in favor of 
union maintenance. ““The public and labor members 
were agreed in 97 per cent of the 173 decisions in 


which the maintenance of membership clause was 
directed” (ibid., p. 22). 


s7One might, of course, argue, as many trade- 
unionists do, that when a man is ordered to join a 
union which represents the majority of the workers 
in the given bargaining unit, he is being required 
to abide by the will of the majority—a basic demo- 
cratic principle. While this reasoning is correct as 
far as it goes, it does not go far enough. If we can 
attain the cardinal objectives of the closed shop 
without imposing the will of the majority on the 
minority, we should try to do so; and maintenance 
of membership enables us to do it. In democratic 
groups we adopt the majority principle not because 
it is the ideal of perfection but rather because it is 


One authority in the field®* has sug- 
gested that, because of the abuses of 
power on the part of unions, the closed 
shop should be coupled with government 
protection of the rights of the individual 
union member. Such supervision, how- 
ever, would not only prove repugnant to 
trade-unions but would be costly and 
cumbersome.*? Maintenance of member- 
ship eliminates both of these difficulties, 
for the individual worker who feels that 
the union is not operated to suit his fancy 
need not join it in the first place; or, hav- 
ing joined it and learned that it does not 
meet his needs, he can withdraw when 
the next contract is signed. 

The belief that, without the closed 
shop, there may be a significant number 
of workers who will refuse to join the 
union and yet continue to benefit from 
the gains obtained by the union, does 
not seem to be borne out by the facts. 
Very few employees have taken advan- 
tage of the fifteen-day escape period un- 
der the maintenance-of-membership poli- 
cy to withdraw from the union.” Group 
influence psychology, if no other factor, 
is apparently strong enough to deter em- 
ployees from “chiseling” on their co- 
workers’ efforts. 


the best of the choices available under a given set of 
socioeconomic conditions. The ideal, of course, is 
to frame a policy which truly reflects the opinions 
of every individual. And maintenance of membership 
comes closer to this ideal than does the closed shop. 

58 See John V. Spielmans, “The Dilemma of the 
Closed Shop,” Journal of Political Economy, LI 
(1943), 117-22. 

59 In this respect, I differ with Spielmans’ views 
(ibid., p. 122). 

6° Unless, of course, the new contract does not 
contain any escape period. 

* Stewart and Couper, of. cil., pp. 30-34. A 
more recent survey made by the U.S. Bureau of 
Labor Statistics (August and September, 1944), 
covering twenty-one plants employing 75,000 work- 
ers, showed that only about one-half of 1 per cent 
of the workers resigned their union membership 
during the escape period. 
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The fear on the part of many a union 
of inroads of a rival organization has 
been another contributing influence to 
the demand for a closed shop. But this is 
precisely where a closed shop is least de- 
sirable. Competition, within limits, acts 
as a salutary influence in all walks of so- 
cial life, and the field of organized labor 
is no exception.” If a given union wants 
to preclude the raids of a rival organiza- 
tion, it should meet the needs of its 
membership to the fullest measure®? 
rather than rely on the closed shop as a 
barrier to the competition of rivals.® 
The escape-period clause of the mainte- 
nance-of-membership policy, therefore, 
acts as a stimulus to more “enlightened”’ 
union policies. 

The belief that, without the closed 
shop, unscrupulous employers are likely 
to destroy the union, hardly seems well 
founded. The National Labor Relations 
Act has proved its value in protecting 
unions against unfair employer practices. 


B. RATIONALIZATION OF THE PLANT 
WAGE STRUCTURE 


The wage structure in many an Ameri- 
can industrial plant, even before the war, 


© Thus, e.g., with respect to discrimination 
against Negroes, the more liberal policies of rival 
unions have frequently acted as a determining fac- 
tor in the formulation of racial policies (see H. R. 
Northrup, Organized Labor and the Negro [New 
York, 1944], p. 237). 


% It is true, of course, that a rival union may 
make headway into an established organization 
by promising the members very attractive policies, 
even though such policies, if enforced, would prob- 
ably ruin the union. The remedy, in these circum- 
stances, does not lie in the closed shop but in the 
education of the rank and file of organized labor. 


**It should be noted that the right of workers 
to demand the election of their representatives in 
collective bargaining at given intervals, in accord- 
ance with the National Labor Relations Act, might 
Serve as a deterrent to abusive policies on the part 
of unions even under the closed shop. It is doubt- 
ful, however, whether this check is as strong as the 
escape period provided for by the maintenance-of- 
membership policy. 


was in a chaotic state, in the sense that 
the pattern of wage scales could not be 
justified on an ethical, or efficiency ba- 
sis. This lack of rationality became even 
more marked with the rapid expansion 
necessitated by war production. By its 
policy of eliminating and/or preventing 
intraplant wage inequities, the Board 
has done much to rationalize the Ameri- 
can wage structure.” And the Board’s 
actions have made both labor and man- 
agement conscious of the inequities in the 
plant wage structure. This awareness of 


6s See C. S. Golden and H. J. Ruttenberg, The 
Economics of Industrial Democracy (New York, 
1942), passim. In part, this lack of a rational wage 
structure is attributable to “the fact that in the past 
the employment relationship was viewed as a per- 
sonal one between each man and his master; it car- 
ried its own rate based on the master’s intuitive 
judgment of the man’s special qualities, particular 
usefulness, personal desirability; the larger the 
plant became, the more irrational and capricious the 
play of the discretion, at least were one man’s wage 
to be compared with another” (Jaffe, op. cit., p. 287). 
In large part, however, one must invoke “igno- 
rance ”’as a factor in explaining irrational plant wage 
structures. As Vice-Chairman Taylor of the Board 
puts it: “One of the most surprising findings incident 
to the wartime regulation of wages is that large 
segments of American industry have neglected the 
establishment of job classifications and rate sched- 
ules designed to insure a reasonably balanced in- 
ternal wage-rate structure (of. cil., p. 188). 

In relation to the problem under consideration, 
the following comment is significant: “If one tries 
to explain the variations [in wage-ratios] among the 
railroads, business concerns, and cities by scarcity 
or the quality of the services, one succeeds only 
very rarely. Why should Bridgeport and Dayton 
pay painters as much as plumbers, and Atlanta and 
Birmingham only two-thirds as much? Not one in 
ten times will such questions receive a reasonable 
answer from principles concerning the quantity and 
quality of the work to be done or of the workers 
available to do it. The causation must be in large 
measure custom, ignorance, carelessness, and even 
sheer accident” (E. L. Thorndike, ““The Variation in 
Wage-Ratios,” Quarterly Journal of Economics, 
LIV [1940], 373). (Italics mine.) 


% The Board has, of course, also done much to 
make the wage structure in the country as a whole 
more uniform by its policy of eliminating inter- 
plant inequities. This question will be discussed 
below (see below, p. 51). 
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the problem will not disappear after the 
war but will, on the contrary, become a 
point of departure for the further ra- 
tionalization of the wage patterns within 
the business unit, since both parties have 
so much to gain from rationalization. 

It should be noted that, since the war 
began, many a firm has put its wage 
structure in order, without the Board’s 
interference. In part, this has been done 
for the purpose of being able to grant cer- 
tain types of wage increases without 
Board approval. In large part, however, 


67 Under the Board’s General Order No. 31 (Sec. 
II), employers of 31 workers or more are allowed to 
make the following types of increases without Board 
approval: (a) individual promotions or reclassifica- 
tions; (6) individual merit increases within estab- 
lished rate ranges; (c) operation of an established 
plan of wage or salary increases based upon length 
of service within established rate ranges; (d) in- 
creased productivity under piece-work or incentive 
plans; and (e) operation of an apprentice or trainee 
system; provided that the employer in question has 
in existence (1) a system of job classification rates 
and rate ranges and (2) a plan for making individual 
adjustments within and between such wage or 
salary rates and rate ranges, or operates under the 
plan specified in General Order No. 31. 

With respect to the plan spetified in General 
Order No. 31, Mr. A. L. Kress, assistant to the 
president of the Republic Aviation Corporation, 
states: “I would like to say that some of the things 
that Order 31 sets up for us to do are things that 
any well-managed company should have done a 
long time ago of its own volition. If we only retain 
the part that is good, and build that into our perma- 
nent set up, then we will have derived some benefit 
from this indirect attempt on the part of the 
government, while aiming at stabilization and 
warding off inflation, to bring some order out of 
chaos in the rate structure of the companies in this 
country” (Principles and A pplication of Job Evalua- 
tion (“National Industrial Conference Board Studies 
in Personnel Policy,” No. 62 (New York, 1944)], 
p. 14). Public member Lloyd Garrison of the Board 
has expressed a similar viewpoint: “I think that 
General Order No. 31 will have a lasting influence 
on American industry, because we have found that 
many concerns who never before had paid any atten- 
tion to their job classifications, having turned to 
them under the impetus of the stabilization program 
and General Order No. 31, have discovered how 
really inefficient their wage structures had been 
and how many individual inequalities and injustices 
there were lying about, simply because nobody 


this has been attempted because of the 
light which the Board actions have shed 
on intraplant inequities. The Board’s 
policies in this context can be broken 
down into the following basic elements: 
(1) establishing equal pay for equal work 
with respect to job content,® sex,” or 
race;’° (2) the restoration of the “cus- 
tomary” (and presumably sound) rela- 
tionship between various occupational 
classifications, where this relationship 
has been distorted by increases in wage 
scales granted to, or increased income 
earned by, certain employees or groups 
of employees;™ and (3) the order for 
labor and management to set up, co-op- 
eratively, job evaluation and classifica- 
tion plans where the situation has called 
for it.” 


had taken the time and trouble to work out a scien- 
tific job evaluation and classification program. The 
adoption of such a program is coming to be accepted 
as one of the most important responsibilities of 
industry” (Garrison Address). 


6 Bethlehem Steel Corporation, Shipbuilding 
Division, Case No. 2245-D. 


** Bendix Aviation Corporation, Case No. 2941- 
D; Brown and Sharpe Manufacturing Company, 
Case No. 101; Breeze Corporation Inc., Case No. 23; 
Reynolds Metals Company, Case No. 193; Chrysler 
Corporation, Case No. 240; Underwood Elliott 
Fisher Company, Case No. 178; U.S. Cartridge 
Company, Case No. 75. 


7 Southport Petroleum Company, Case No. 771; 
Hercules Powder Company, Case No. 445; Phelps 
Dodge Corporation, Case No. 5. The advantages 
to be derived from the elimination of race discrimi- 
nation in wage and employment opportunities are 
sufficiently great, for the country as a whole, to 
merit the efforts involved. Discrimination threatens 
not only the unity of organized labor (see Northrup, 
op. cit., passim) but also the democratic foundation 
of American society. 

™ Spicer Manufacturing Company, Case No. 541; 
Union Oil Company, Case No. 2968-D; Machined 
Steel Casting Company, Case No. AR-68; Michi- 
gan Pipe Company, Case No. AR-199; Ashworth 
Brothers Company, Case No. 2955-D; W. B. Jarvis 
Company, Case No. AR-133. 

7 Yellow Truck and Coach Manufacturing Com- 
pany, Case No. 383; Four Meat Packing Companies, 
Cases Nos. 181, 186, 187, 188, 189, 245; Chicago 
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If this trend in intraplant wage ra- 
tionalization will be continued after the 
war, it is bound to have a beneficial 
effect on the morale of American workers 
and, therefore, on their efficiency. Fur- 
thermore, it may alter substantially the 
character of union leadership. The need 
for a scientific approach to the wage 
structure problem will perhaps generate 
greater statesmanship on the part of 
labor leaders. 


vate and governmental arbitrating agen- 
cies even before~the existence of the 
Board.” But the Board has formulated 
the procedure far more clearly than it 
has ever been done before, it has gath- 
ered a fairly extensive volume of data 
never coherently compiled before, and 
it has set up “definite” labor market 
areas within which wage rates can be ad- 
justed on a comparative basis. Further- 
more, it has emphasized the importance 


Li comparative wage data to the point of 
C. COMPARATIVE WAGE DETERMINATIO ordering wage rates to be increased to 


In order to adjust wage rates by the 
so-called “bracket method,” as per- 
mitted by the Policy Directive of May 
12, 1943, issued by the Director of Eco- 
nomic Stabilization,’’ the Board, through 
its regional agencies, proceeded to gather 
wage data for different types of occupa- 
tions in the various labor market areas 
throughout the country. Following this, 
wage scales were adjusted in accordance 
with the minimum of the appropriate 
wage bracket, other things being equal. 

The adjustment of wages on the basis 
of comparative area scales is not a novel 
procedure in American industrial rela- 
tions. Not only was it used prior to the 
Policy Directive of May 12 by the Board 
itself,’* but it was utilized by various pri- 


Rapid Transit Company, Case No. 1002; J. Green- 
baum Tanning Company, Case No. 879; Transue and 
Williams Steel Forging Company, Case No. AR-109; 
Dill Manufacturing Company, Case No. 607. 


% This directive specifies that “the Board is 
authorized to establish as rapidly as possible, by 
occupational groups and labor market areas, the 
wage-rate brackets embracing all those various 
rates found to be sound and tested going rates 
Except in rare and unusual cases in which the criti- 
cal needs of war production requires the setting of a 
wage at some point above the minimum of the going 
wage bracket, the minimum of the going rates within 
the brackets will be the point beyond which the 
adjustments mentioned above may not be made.” 


™ The Board referred to area and/or industry 
scales in adjusting wages on the basis of interplant 


the permissible bracket figure even 
where the employer is operating at a 
loss.”* Finally, it has formulated a work- 
able arrangement for comparative wage 
determination in the local transit in- 
dustry, where there is usually only one 
company operating in a given labor 
market.” 

All these factors are of importance in 
evaluating the influence of the Board’s 
actions for postwar wage adjustments 


inequalities even before Executive Order 9250, but 
it did not have a “fixed” policy of adjusting the scale 
toa minimum of the comparative data as it has been 
doing since the Policy Directive of May 12. 


78See, e.g., George Soule, Wage Arbitration 
(New York, 1924); Herbert Feis, Principles of Wage 
Settlement (New York, 1924); Harry Wolf, The 
Railroad Labor Board (Chicago, 1927). 


%In the Detroit and Cleveland Navigation 
Company case (No. 198), the Board stated: “The 
panel and the Board fully understand that the 
company is operating at a loss, and has been doing 
so for many years. The panel’s recommendation 
has been approved on the familiar principle that, 
from the practical point of view of getting the 
service of the workers and from the more general 
point of view of equity and good conscience, an 
award of this kind should not provide a wage scale 
below the prevailing rate merely because the em- 
ployer is unable to pay the going rate of wages in his 
labor market.” 


77 The comparative basis used has been “the 
weighted average of one-man operators’ rates in 
areas served of comparable size within a particular 
region, reduced to the nearest s¢ interval” (Capital 
Transit Company, Case No. 13-264). 
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on a comparative area basis.”* As Dean 
Garrison (in his Address”) has so aptly 
put it with respect to one of these factors: 


During stabilization employers have be- 
come more accustomed to regarding their 
wage data as fit subject matter for public in- 
quiry. Tripartite panels have accustomed both 
industry and labor representatives to the shift- 
ing and discussion of comparative rates of spe- 
cific concerns, so that it now has become a 
commonplace for the private cards of wage in- 
formation to be laid on the public table, and 
for industry and labor to discuss realistically 
their significance and weight. 


Furthermore, the elimination of many of 
the extant disparities in wage rates in 
various labor markets is bound to have 
a salutary effect on morale, efficiency, 
and labor turnover.”® 


78 Tt should be noted, of course, that since the 
issuance of the Policy Directive of May 12, 1943, 
the Board has been compelled to adjust wage 
rates to the minimum of the sound and tested going 
rates for the given occupation in the area in question. 
The desire to avoid inflation was, of course, clearly 
the reason behind this policy. After the war, how- 
ever, the minimum will no longer be used as a cri- 
terion in those cases where wage scales are adjusted 
on a comparative basis. What criterion will be used 
remains to be seen, but any criterion other than 
the minimum figure is bound to raise thorny prob- 
lems regarding continual upward adjustments. 

In this context it is interesting to quote from an 
opinion of Professor Douglas, when he was chairman 
of the International Arbitration Board in the news- 
paper publishing industry. He stated: “The Knox- 
ville union contended that we should level the scale 
up more closely to the Chattanooga scale, and in 
my award I think you will find a reference to the 
fact that I thought we ought to eliminate some of 
these pockets in the South. But now, if Knoxville 
claims you should level up to Chattanooga, and 
then the Chattanooga printers say we ought to 
maintain a differential over Knoxville—I mean 
just where do we get off on that?” (Transcript of 
Proceedings, Chattanooga Typographical Union vs. 
Chattanooga Newspaper Publishers Association 
[1937], p. 27; quoted in Twentieth Century Fund, 
How Collective Bargaining Works [New York, 1942], 
Pp. 77). 


77 On the theoretical plane, it is interesting to 
note that the elimination of interplant inequities 
in the wage structure in a given labor market is 


Thus far the discussion has revolved 
around precedents created or trends ac- 
centuated by the Board in the subject 
(substantive) content of labor relations 
—maintenance of membership, wage ra- 
tionalization, and comparative method of 
wage determination. In addition, the 
Board has also exerted an influence with 
respect to the procedural devices used in 
labor relations. These will now be ex- 
amined briefly. 

1. The tripartite approach.—In almost 
every phase of the Board’s actions— 
Board decisions, panel recommendations, 
committee recommendations, etc.—the 
tripartite approach has been utilized. 
The essence of this approach involves 
equal representation of the public, in- 
dustry, and labor on any policy-making 
(or policy-recommending) group. The 
significance of this approach lies in the 
fact that by “getting together around 
the conference table” labor and manage- 
ment can learn much from each other 
and, therefore, live together in greater 
harmony. When it is realized that one of 
the chief causes of poor morale among 
workers is their subjection to conditions 
which do not meet with their physical 
and psychological needs, as shown by the 
experiments at the Hawthorne Works 
of the Western Electric Company,*° the 
importance of the educational aspect of 
the tripartite approach becomes evident. 

The Board did not originate the tripar- 
tite approach. It existed under the indus- 
try codes of the National Recovery Ad- 
ministration and has been used by the 


bound to bring the pattern of the market closer to 
the purely competitive ideal, other things being 
equal. 


% See F. J. Roethlisberger and W. J. Dickson, 
Management and the Worker (Boston: Bureau of 
Business Research, Harvard Graduate School of 
Business Administration, 1934), esp. p. 16. 
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industry committees established by the 
Fair Labor Standards Act. But the 
Board has really utilized this procedure 
on a very extensive scale for the first 
time. 

Even though the tripartite method is 
useful from the educational point of view, 
it does not follow that wherever it is used 
labor and management will necessarily 
see eye to eye on every issue. That dis- 
agreements are bound to arise is clearly 
shown by the figures in Table 1. In only 
48.7 per cent of the cases did labor and 
management, together with the “pub- 
lic,” agree completely. It is interesting 
to note that labor and industry dissents 
are about equally divided. If one as- 
sumes that the viewpoint of the public 
members represents the “correct” social 
viewpoint, then these figures would 
seem to imply that, by and large, the 
“antisocial” policies of labor and man- 
agement are quantitatively equal. 

For the postwar era, it will not be with 
respect to the establishment of govern- 
mental agencies somewhat similar to the 
present War Labor Board, or any other 
type of governmental agency meant to 
regulate labor relations, that the tripar- 
tite approach developed by the Board 
will be of greatest importance.*' As will 
be argued subsequently, it would be 
most undesirable to establish extensive 
labor regulation after the war.*? The tri- 
partite approach will be of use neverthe- 


"In this respect the writer disagrees with Vice- 
Chairman Taylor, who has stated: “On the record, 
there are strong reasons for believing that in the 
tripartite board there is gradually evolving a new 
type of administrative arm of government which can 
be of inestimable value in wage question” (op. cit., 
P. 192). 

“ This does not, of course, imply the abolition 
of such labor legislation as the Fair Labor Standards 
Act and the National Labor Relations Act. 


less, if, as has been-suggested,** labor 
policy should be determined on an inter- 
industry nation-wide basis, through un- 
ion-management co-operation. The in- 
tervention of a public member, under 
such conditions, would prove to be an 
excellent temporizing factor from a social 
point of view. 

2. National review of agency decisions. 
—Given the existence of regional and 
commission agencies, in addition to the 

TABLE 1* 
NATIONAL WAR LABOR BOARD VOTE IN DIS- 


PUTE AND VOLUNTARY CASES, JUNE 15, 1044 
TO SEPTEMBER 15, 10944 











Per Cent 





Total Board decisions 100.0 





Unanimous vote 
Dissenting vote.......... 


685 
722 


48.6 
51.4 








Dissenting vote............ 722 100.0 





Industry members only 296 41. 

Labor members only 315 43. 

Public members only II ‘ 

Mixed dissent 100 13. 

a — 
* Figures made public by the Board (quoted in New York 

Times, October 14, 1944). 











main ‘group of members in Washington, 
there has arisen the problem of the rela- 
tionship between the National Board and 
its agencies. One of the principal ques- 
tions in this respect has been the action 
of the Board in reviewing (on appeal) 
the decisions of its agencies. The basic 
policy of the Board has been to go along 
with the decision of its agency, whether 
it be a regional board, a commission, or 
an arbitrator,*‘ as far as the merit of the 
83 S. H. Slichter, “The Conditions of Expansion,”’ 
American Economic Review, XXXII (1942), 20. 


*4In some cases the arbitrator is appointed by 
the National Board or by one of the regional boards. 
In the other cases, however, he is privately named. 
It is only in the former cases, of course, that the 
arbitrator can be considered an agent of the Board. 
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decision is concerned. The Board has 
reversed the stand of an agency only if 
(1) the decision of the agency exceeds 
the Board’s jurisdiction; or (2) the deci- 
sion of the agency contravenes the “es- 
tablished” policies of the Board; or (3) 
a novel question is involved of such im- 
portance as to warrant national action; 
or (4) the procedure resulting in the de- 
cision is unfair to the petitioner and 
causes substantial hardship. 

Thus, in the Jenkins Brothers Inc. 
case (No. 2904-CS-D), the Board stated: 


If this Board were to decide the case without 
regard for the decision of the Regional Board, an 
increase of 7¢ an hour would be justified 
However, we have decided to sustain the order 
of the Regional Board for a 5¢ increase because 
we do not feel justified in disturbing the judg- 
ment of the Regional Board in a case of this 
sort in which judgment is obviously required in 
passing on somewhat complicated facts 


In the Building Managers’ Association 
case (No. AR-13), the Board expressed 
the view that 


the Arbitrator was appointed in this case in 
order that the Board might have the benefit of 
a thorough and impartial investigation of the 
facts of the controversy. There are two main 
reasons why the Board should be loath to 
conduct an independent review of the facts. 
First, the Arbitrator had the benefit of the testi- 
mony, exhibits and arguments of the parties at 
the hearings. He was in a much better position 
than is the Board to understand the reasonable- 
ness anu significance of each ruling which he 
made. Second, the Board should be very reluc- 
tant to assume the burden of conducting an 
independent review of the facts unless extremely 
persuasive reasons are presented to the Board 
for conducting such review. 


A similar viewpoint was expressed in a 
number of other cases.*5 


8s New York Herald Tribune, Case No. 591; 
Milk Distributing Companies, Case No. 2-20027; 
Smith and Wesson Incorporated, Case No. 111- 
1262-D; Sullivan Drydock and Repair Corporation, 
Case No. 565. 


The major significance of the Board’s 
policy with regard to the problem under 
consideration, for postwar industrial re- 
lations, will be with respect to national 
arbitration agreements that have been, 
and will be, instituted in collective bar- 
gaining. In such agreements there is 
usually a provision for the review of a 
local arbiter’s decision by a so-called na- 
tional body. In such cases the precedents 
developed by the Board can prove of in- 
estimable value. 


Ill. CONCLUSIONS 


Since its inception the Board has been 
faced with a host of thorny problems. On 
the whole, the record indicates that it 
has handled a difficult situation with 
competence. Barring a few exceptions, it 
has maintained harmonious labor rela- 
tions. And it has also succeeded in stabi- 
lizing wages. True, dissatisfaction with 
the Board’s decisions has been expressed 
by both labor and management. But 
that is to be expected in the light of the 
dual aspect of labor relations. 

The significant point to note is that, 
in many instances, the Board has been 
faced with issues which have pointed to 
a direct conflict between its two main 
objectives: maintaining harmonious la- 
bor relations and stabilizing wages. It is 
no argument to contend that the Board’s 
task has been a simple one because it has 
operated within the confines of a “pow- 
erful” legal framework. In the first place, 
the Board itself was largely responsible 
for the formulation of a great portion of 
this framework. And, in the second place, 
as has been emphasized in this paper, 
many of the issues coming before the 
Board have not fallen directly within the 
scope of this legal framework. It is in the 

6 E.g., in the newspaper printing and publish- 
ing industry. 
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light of this inherent conflict of the 
Board’s objectives that its policies must 
be evaluated. It may well be, as has been 
suggested by one authority,*’ that the 
Board should never have been burdened 
with both of these objectives, precisely 
because they are in conflict with each 
other. But, given the fact that the Board 
was vested with both functions, one 
must conclude that, under the circum- 
stances, the Board has done a competent 
job. 

The Board has also contributed sub- 
stantially to a more rational pattern of 
postwar industrial relations by its em- 
phasis on such policies as maintenance 
of membership, eliminating intraplant 
inequities, diminishing the spread in 
interplant wage differentials, and elimi- 
nating—to a degree—the prevalence of 
substandard wages. 

Following the close of hostilities with 
Germany, when reconversion to peace- 
time production begins, the danger of 
wage cuts may materialize. Under these 
circumstances, organized labor will, in 
all likelihood, clamor for the continua- 
tion of the Board, with the added de- 
mand that the present legal framework 
prohibiting the Board from cutting 
wages below the highest level prevailing 
between January 1, 1942, and Septem- 
ber 15, 1942, be continued. Labor will, of 
course, be in a better position to with- 
draw its no-strike pledge than it is at 
present, but it is hardly likely that the 
unions will do so because of the war still 
going on against Japan. Furthermore, it 
would be foolish for organized labor to 
strike against a wage cut, with all the 
costs involved in a strike, when it can 
attain the same objective by the use of 


"W. M. Leiserson, “Labor Faces a Crisis,” 
American Magazine, CXX XIX (1945), 93- 


the Board’s power.** As for management 
during the period in question, it will 
probably demand that, if the Board is to 
exist, it should reduce wage rates where 
necessary. 

The situation following Japan’s fall 
will in most respects probably be simi- 
lar to the one described above. When, 
however, total reconversion is completed 
and, from all indications, a period of 
“full” prosperity begins, the setting will 
be different. Labor will no longer be un- 
der any “moral” obligation to live up to 
its no-strike pledge. Its “bargaining 
power’”*® will be great. It is only natural, 
therefore, that it should want to throw 
off the yoke of the Board. Management, 
on the other hand, will want the Board 
to remain, at least temporarily, for ex- 
actly opposite reasons.” Given organized 
labor’s past success in overthrowing any 
government labor agency which does not 
support its primary objectives,” it is 
more than likely that the Board will go 
out of existence after “total’’ peacetime 
production begins. 

Even if organized labor were to ac- 


8§ Cf. Chairman Davis of the Board, in a press 
conference held on September 15, 1944: “ ‘Do you 
mean that with cutbacks, and such, you will have 
to concern yourself with preventing wage cuts in- 
stead of general wage increases?’ he was asked. ‘We 
shall certainly be thinking about that,’ he an- 
swered” (New York Times, September 16, 1944). 


9 Cf. the writer’s article, ““The Theory of Union 
Bargaining Power,” Southern Economic Journal, 


X (1943), 151. 


9°One could, of course, argue that, although 
management will want wage control, they will not 
support the retention of the Board because of man- 
agement’s opposition to many of the Board’s poli- 
cies. If this should be correct, then the prediction 
made in the text above with respect to the prospects 
of the Board’s continued existence is only strength- 
ened. 


% Witness the fate of the National Defense Medi- 
ation Board. 
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cept the Board for a short time after the 
completion of total reconversion, it 
would still refuse to accept the Board as 
a permanent organization. The American 
labor movement has always been op- 
posed to regulation by the government. 
And, in many respects, its attitude has 
been a praiseworthy one. The healthiest 
labor movement is one that develops on 
its own steam,” and the best way to fos- 


% Within an atmosphere which is not strongly 
anti-union. Where a hostile atmosphere exists, as in 
the United States, the passage of legislation to com- 
bat anti-unionism (such as the National Labor 
Relations Act) is most necessary. This assumes, of 
course, that an organized labor movement is de- 
sirable from a social point of view. 


ter union-management co-operation (a 
sine qua non for a stable democratic 
economy) is to allow the parties to de- 
cide for themselves under what condi- 
tions they want to operate, without re- 
course to a rigid (or even flexible) legal 
framework. 

But even if the Board should go out of 
existence, its influence will be felt for a 
long time to come. Many of the policies 
developed by the Board will prove to be 
eminently useful as a starting-point and, 
in some instances, as a permanent frame- 
work for the development of democratic 
industrial relations. 


Jouns Hopkins UNIVERSITY 





THE FIXING OF FOREIGN EXCHANGE RATES 
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s highly controversial subject 
has not been, so far, systematically 
treated by any economist. The 
present paper, prepared under the ex- 
treme pressure of wartime conditions, 
does not purport to give a definite an- 
swer to the knotty problem. Its main 
purpose is to present for discussion and 
criticism certain theoretical and practical 
issues involved in the fixing of exchange 
rates for currencies of liberated and oc- 
cupied countries and in the current plans 
for postwar international monetary 
stabilization. 


I, THE APPROACH TO THE PROBLEM 


The view taken here is that the ex- 
change-rate mechanism is an instrument 
of monetary policy and that monetary 
policy is a part of general economic poli- 
cy. It appears important to determine 
from the outset the role of the exchange 
rate in the successive phases of military 
occupation and economic and political 
reconstruction which characterize the 
passage from war to peace. For enemy 
countries, as well as for most areas oc- 
cupied by the enemy, the first step is the 
fixing of exchange rates used by the Al- 
lied forces during the course of invasion 
and military occupation or liberation; 
this may be defined as the phase of “mili- 
tary occupation,” for all purposes an in- 
tegral part of the war period. With the 
cessation of hostilities and the gradual 
contraction of war requirements, each 
country is faced with the problem of 
adopting exchange policies which facili- 
tate the readjustment of its own econo- 
my and of its relations with foreign 


countries; this may be defined as the 
“transition phase” from war to peace. 
Finally, with the completion of the proc- 
ess of demobilization of the war econo- 
my, problems of economic stabilization 
become paramount, although many re- 
construction and development projects 
resulting from the war are to be carried 
over from the transition phase into peace- 
time. The duration of the three phases 
depends upon military developments and 
political factors and may vary greatly 
from country to country. Economic 
policies differ from phase to phase, being 
characterized by different objectives— 
inflation control, economic reconstruc- 
tion, and international stabilization— 
aimed at during each successive phase. 
Obviously, exchange rates cannot give a 
full answer to the ultimate aims of eco- 
nomic policies, but rates appropriate to 
the task should be secured. 

The determination of a correct ex- 
change rate is a very difficult problem 
even under normal conditions. Under the 
impact of war the problem becomes prac- 
tically insoluble for obvious reasons. 
First, the maintenance of artificial values 
for the currencies by exchange control 
and monopolistic practices makes the 
theoretical gold content or the formally 
existent exchange rate useless as a basis 
of comparison between various monetary 
units. Second, war leads to a suspension 
or diversion of international trade rela- 
tions, and this, in turn, removes certain 
major classes of data which are generally 
used for the analysis of the international 
trade position of a country. Third, com- 
parative interest rates and profit ex- 
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pectations are eliminated as factors guid- 
ing international capital movements, 
while the growth of clearing or similar 
other nontransferable balances tends to 
alter the pre-existing debtor-creditor rela- 
tions. Fourth, differences in the rate of 
inflationary developments in the various 
countries alter the domestic factors upon 
which the international value of the cur- 
rency is strictly dependent, such as pro- 
duction costs and the propensity to con- 
sume. Fifth, military operations pre- 
ceding the liberation of friendly nations 
or the occupation of enemy countries 
cause widespread destruction, disrupt 
economic activities, and give rise to 
dangerous inflationary developments, 
the extent and duration of which cannot 
be easily appraised. Sixth, military re- 
quirements during the war, as well as the 
political and economic peace terms, are 
likely to bring about fundamental 
changes in the productive structure of 
the country, thereby altering its role in 
the world commerce. Thus, a country 
may emerge from the war as a potential 
importer of foodstuffs which were for- 
merly produced within its boundaries, 
while conversion of the wartime economy 
to a peacetime basis may alter the ca- 
pacity of its export industries and, in 
turn, the schedule of its requirements of 
imported raw materials. Last, but not 
least, any alteration of the value of the 
currency is usually accompanied by 
political, psychological, and speculative 
reactions of various nature; these reac- 
tions are likely to be particularly intense 
in the social upheaval which usually fol- 
lows a great war. 

The complexities involved in the proc- 
ess of fixing exchange rates would seem 
to call for special study during the pre- 
paratory work on any currency plan; it 
would also seem that the guiding prin- 
ciples for fixing exchange rates should be 
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an integral part of any international 
monetary agreement. Yet, according to 
the official documents released to the 
public by the American and British 
treasuries, it does not appear that the 
problem was given attention in the 
preparation of the International Mone- 
tary Fund; the proposed plans and the 
international agreement provided for 
administrative procedures but failed to 
lay down rules according to which ex- 
change rates could be fixed. The experi- 
ences so far had with the fixing of ex- 
change rates in liberated and occupied 
countries are suggestive of the applica- 
tion of rudimentary practices rather than 
of a scientific approach to the problem. 


II. THE FIXING OF EXCHANGE RATES 
IN MONETARY PLANS 


The preliminary draft of the American 
Proposal for a United and Associated 
Nations Stabilization Fund, released on 
April 6, 1943, provided that the Fund 
should fix the rate “at which it would 
buy and sell one member’s currency for 


another” and added that “the guiding © 


principle in the fixing of such rates shall 
be stability in exchange rate relation- 
ship.” The term “stability in exchange 
rate relationship” offered no real light, 
being itself an aim to be achieved; more- 
over, under the conditions set up by the 
Proposal, it was a meaningless yardstick, 
as the currencies were to remain rigidly 
anchored to the initial rates fixed by the 
Fund. The member-countries were called 
upon “to maintain by appropriate action 
the exchange rates established by the 
Fund,” and the changes in rates were to 
“be considered only when essential to 
correction of a fundamental disequilib- 
rium and be permitted only with the ap- 
proval of four-fifths of member votes.” 
These clauses failed to provide for politi- 
cal terms or economic conditions by 
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which the fixing of the initial rates could 
be guided. Furthermore, the rigidity of 
the rate structure was such that a coun- 
try would have been forced to adjust its 
economy to an incorrect rate, if the Fund 
failed in the overwhelming task of fixing 
a correct initial rate. 

The revised draft of the American 
Proposal, released on July 10, 1943, 
assumed existing rates of exchange to be 
generally satisfactory and provided that 
“for any country which becomes a mem- 
ber prior to the date on which the Fund’s 
operations begin, the rate initially used 
by the Fund shall be based upon the 
value of the currency in terms of dollars 
which prevailed on July 1, 1943.” Only 
in case such rates were “clearly inap- 
propriate” could either the member- 
country or the Fund request that the 
initial rate be determined “by consulta- 
tion” between the member-country and 
the Fund. A similar procedure by con- 
sultation was to be applied in the case of 
those countries which had been occupied 
by the enemy; under special conditions, 
these countries could be permitted to fix 
a provisional rate agreed upon with the 
Fund. The revised draft also provided 
that, during the first three years of the 
Fund’s operations, (a) member-countries 
could change the established rate for 
their currency by not more than 10 per 
cent after notice to and upon consulta- 
tion with the Fund; and (6) further 
changes in the exchange rate of a mem- 
ber-country which is “clearly inconsis- 
tent with the maintenance of a balanced 
international payments position for that 
country should be permitted by a majori- 
ty of the member votes.” Aside from this 
special procedure for the first three years 
of the Fund’s operations, other changes 
in exchange rates were to “be considered 
only when essential to the correction of 
fundamental disequilibrium of its bal- 


ance of payments” and to be approved 
by three-fourths of the member-votes, 
including the representative of the coun- 
try concerned.’ On the whole, the revised 
draft circumvented the fundamental 
question of how to fix the initial exchange 
rate and liberalized to some extent the 
strict clauses of the preliminary draft. 
It left, however, considerable ambiguity 
as to the meaning of “fundamental dise- 
quilibrium” and as to whether the posi- 
tion of the current accounts only or of 
both current and capital accounts of the 
balance of payments of a country were to 
be taken into consideration for altering 
the exchange value of its currency. 

The provisions of the British Proposals 
for an International Clearing Union (re- 
leased on April 7, 1943) with regard to 
fixing and changing exchange rates were 
altogether less stringent and expressed in 
a clearer terminology. Two primary ob- 
jectives of the plan were stated to be “an 
orderly and agreed upon method of de- 
termining the relative exchange values 
of national currency units, so that unilat- 
eral actions and competitive exchange 
depreciation are prevented,” and “a 
system possessed of an international 
stabilizing mechanism by which pressure 
is exercised on any country whose bal- 
ance of payments with the rest of the 
world is departing from equilibrium, so 
as to prevent movements which must 
create for its neighbours an equal but op- 

t It is true that provisions affecting the exchange 
rate may be read into other sections of the revised 
American Proposal. For instance, in the case of a 
country exhausting its permissible quota too rapidly, 
or unduly delaying the “establishment of a sound 
balance in its international accounts,” the revised 
draft authorized the Fund to “place such conditions 
upon additional sales of foreign exchange to that 
country as it deems to be in the general interest of 
the Fund.’’ Nothing would seem here to prevent the 
Fund from requesting the country to change its ex- 
change rate; the whole philosophy of the plan, how- 


ever, suggests that such a change would be imposed 
only as a measure of last resort. 
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posite want of balance.”” Member-coun- 
tries were called upon to “agree among 
themselves the initial values of their own 
currencies in terms of bancor.” The ap- 
proval of the Governing Board of the 
Clearing Union was required for subse- 
quent changes in rates; it was provided, 
however, that (a) a country should be en- 
titled to reduce the value of its currency 
by not more than 5 per cent without the 
consent of the Board “‘if its debit balance 
to the Union exceeded a quarter of its 
quota on the average of at least two 
years”; that (b) the Board could require 
a reduction in the value of a member’s 
currency as a condition for allowing the 
member-country to increase its debit 
balance to a figure in excess of one-half of 
its quota; and that (c) the Board could 
recommend to a member-country whose 
credit balances exceeded one-half of its 
quota on the average of at least a year 
the appreciation of its local currency in 
terms of bancor. The British Proposals 
recognized the close interrelation existing 
between stability in the domestic econo- 
my and stability in the exchange-rate 
structure and provided for a limited 
flexibility in exchange rates within a 
stable rate structure in order to allow ad- 
justments to be made to new conditions 
without requiring special economic and 
financial sacrifices from member-coun- 
tries. Like the American Proposal, how- 
ever, they made provision for changes in 
exchange rates but failed to offer a work- 
able procedure for sixty or more coun- 
tries to agree among themselves upon the 
initial rates. 

The legalistic approach of the Ameri- 
can Proposal and the economic analysis 
contained in the British Proposals were 
blended together in more harmonious 
form in the Joint Statement issued by the 
monetary experts of “the United and 
Associated Nations” on April 21, 1944. 


It would appear that on the subject of 
fixing exchange rates the British point of 
view prevailed. The Joint Statement 
provided that “the par value of a mem- 
ber’s currency shall be agreed upon with 
the Fund when it is admitted to mem- 
bership”—no rules, however, were set up 
as to how the exchange rates of the 
founding members were to be initially 
determined. The Fund was required to 
approve a change in the par value of a 
currency, if requested by the member- 
country and considered to be essential 
to the correction of a fundamental dise- 
quilibrium. Considerable flexibility of 
interpretation was provided to the term 
“fundamental disequilibrium” by the 
provision that, in considering a requested 
change, the Fund should take into ac- 
count “the extreme uncertainties pre- 
vailing at the time the parities of the 
currencies of the member countries were 
initially agreed upon.”? The proposed 
scheme removed the time limitation on 
the American Proposal’s clause (there 
limited to the first three years of the 
Fund’s operations) that member-coun- 
tries could alter the parities of their cur- 
rencies after merely consulting the Fund, 
provided the proposed change inclusive 
of any previous changes since the Fund’s 
establishment would not exceed 10 per 
cent either above or below the original 
parity. A clearer step in the direction of 
greater flexibility was, however, the pro- 
vision that changes in exchange rates 
could be sanctioned by a simple majority 
vote (as in the British Proposals), where- 


2 A clause was also inserted that “the Fund shall 
not reject a requested change necessary to restore 
equilibrium because of domestic, social or political 
policies of a country applying for a change.” This 
provision was inserted to assure foreign countries 
that they would not be discriminated against by the 
Fund on account of a different political setup or of 
social policies pursued by their own governments. 
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as under the American Proposal a three- 
fourths vote was required. 

These general principles of the Joint 
Statement have been embodied in the 
Articles of Agreement of the Interna- 
tional Monetary Fund, signed by the 
United and Associated Nations at Bret- 
ton Woods on July 22, 1944. Under the 
terms of the Agreement, the exchange 
rates at which the Fund will conduct 
operations, or “par values,” shall be 
fixed at the levels prevailing on the six- 
tieth day before the entry into force of 
the Agreement. Each member-country, 
however, will be allowed 90 days after 
the Fund has announced its proximate 
readiness to begin exchange transactions 
to notify the Fund that it regards the 
rate for its currency as “unsatisfactory.” 
During the same period the Fund could 
raise objections to the rate of any cur- 
rency if “‘in its opinion the par value can- 
not be maintained without causing re- 
course to the Fund on the part of that 
member or others on a scale prejudicial 
to the Fund and to the members.” In 
either case, the Fund and the member- 
country shall, within a period deter- 
mined by the Fund, agree upon a suitable 
par value for that currency; if no accord 
is reached, the member-country shall be 
deemed to have withdrawn from the 
Fund. Special concessions are provided 
for countries occupied by the enemy— 
the ninety-day period may be extended, 
and, during this extended period, the 
countries in question will be allowed to 
make changes in the rates of their cur- 
rencies by agreement with the Fund, and 
the Fund will be allowed to purchase 
their currencies under such conditions 
and in such amounts as it may prescribe. 
The 10 per cent margin of appreciation 
or depreciation, which the Joint State- 
ment allowed to member-countries on 
the par values of their own currencies, 
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has been maintained unchanged in the 
Agreement; the same is true of the rules 
concerning further changes in exchange 
rates. 

The Agreement provides for a greater 
flexibility of exchange rates than any of 
the preceding proposals but fails to lay 
down a clear line of policy. For instance, 
the power attributed to the Fund to ob- 
ject to a rate if it cannot be maintained 
without recourse to the Fund “on a scale 
prejudicial to the Fund and to members” 
is a technical provision obviously intend- 
ed for the protection of the Fund’s re- 
sources; on the other hand, it has definite 
economic implications, as it implies the 
fixing of a structure of exchange rates 
which may achieve and maintain a state 
of equilibrium in the member-countries’ 
balances of payments. Yet, nowhere in 
the Agreement is this objective clearly 
stated, nor is there a definite rule to guide 
the Fund and the member-countries in 
the determination of such an equilibrium 
rate. 

There appears to be a fundamental 
difference of viewpoint between the 
original American Proposal and the final 
Agreement. Significantly enough, the 
term “‘stabilization,”’ which characterized 
the philosophy and aims of the American 
Proposal, does not appear in the Agree- 
ment; more important, though less con- 
spicuous, is the shift from internal cor- 
rective measures to a more liberal use of 
the exchange-rate mechanism for ad- 
justing disequilibriums in a country’s 
balance of payments. 

It is entirely understandable that the 
United States should approach the prob- 
lem of fixing exchange rates with a pref- 
erence for greater international control 
and rigidity, while Great Britain and 
other countries should tend toward 
maintaining a considerable degree of na- 
tional autonomy and flexibility. Flexi- 
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bility of exchange rates would be of little 
consequence to economic and social re- 
adjustment in the United States after 
the war; on the other hand, a rigid rate 
structure from the outset would proba- 
bly upset any policy by Great Britain (as 
well as most other countries) directed 
toward achieving full employment while 
maintaining equilibrium in her balance 
of payments. 


Ill. EXCHANGE RATES FOR CURRENCIES 
OF LIBERATED AND OCCUPIED 
COUNTRIES 


The International Monetary Fund is 
designed for a postwar period under 
normal conditions, although it probably 
will begin operations before then. Dur- 
ing the war, however, exchange rates for 
currencies of liberated friendly nations 
and occupied enemy countries are fixed 
by Allied military authorities following 
negotiations and arrangements between 
the interested governments. During this 
phase the value of a currency can have 
little or no bearing on the volume and 
flow of imports and exports, and the de- 
termination of an appropriate exchange 
rate need be governed not by balance-of- 
payments considerations but rather by 
internal factors. The ability of liberated 
and occupied countries to participate in 
international trade as exporters of goods 
will have been substantially reduced dur- 
ing the course of the war; on the other 
hand, in general, the amount of imports 
will be restricted by the quantity of for- 
eign supplies and the volume of shipping 
space made available rather than by 
scarcity of foreign exchange. Imports and 
exports of goods and international fi- 
nancial transactions will continue to be 
subject to stringent official control and 
dictated by military necessity and politi- 
cal considerations. During and immedi- 
ately after the phase of hostilities in a 


liberated or occupied country, foreign 
trade proceeds on a basis largely con- 
trolled by military authorities, who 
bring. only those products which either 
are needed by their own forces or are 
needed to maintain the civilian popula- 
tion at some sort of subsistence level, 
while a major part of internal transac- 
tions consists of sales of goods and serv- 
ices to Allied armies. Furthermore, at 
the time of liberation or occupation, 
most countries are likely to be in the 
grip of inflation as a result of compara- 
tively large sums of cash in the hands of 
the local population, severe shortages of 
essential commodities, disruption or de- 
struction of the production and transpor- 
tation systems, and outlays by military 
forces. 

Elementary considerations of econom- 
ic policy would suggest that precautions 
be taken against seriously aggravating 
inflationary conditions through fixing 
an unduly low exchange rate for the local 
currency. Such a rate would have the fol- 
lowing main effects: (1) it would expand 
the cash allowance of the members of the 
Allied forces in terms of local currency 
and, therefore, their purchasing power 
in terms of goods and services in the local 
market (local expenses by soldiers rep- 
resent one of the most important in- 
flationary factors in any area where large 
forces are stationed); (2) it would mini- 
mize the resistance of the services of the 
Allied forces against paying higher wages 
to local labor and higher prices for local 
products, as prevailing wages and prices 
would appear unjustifiably low in terms 
of dollars or pounds; (3) it would tend to 
increase the domestic prices of those 
types of commodities which can be ex- 
ported to the United Nations and to neu- 
tral countries; (4) it would increase the 
official prices of foodstuffs and relief 
goods imported into the area, which are 
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debited to the receiving country and, as 
far as possible, sold through commercial 
channels on a cost-plus-transportation 
basis; and (5) it would have an adverse 
psychological effect on confidence in the 
money by the people in general, thus en- 
couraging flight from the local currency 
into foreign currencies or goods. 

The exchange rate applied during the 
phase of liberation or occupation should 
be one which appears to be or can be 
easily explained as fair from an adminis- 
trative, psychological, and economic 
point of view. A rate in round numbers, 
which is not subject to frequent changes, 
would be most convenient for conversion 
by soldiers and civilians alike and for 
purposes of administration by the mili- 
tary authorities. A rate acceptable to the 
local population would contribute to 
maintaining whatever confidence might 
be left in the local currency and would 
not further encourage, but rather re- 
tard, black-market speculation in for- 
eign currencies and goods. In view of the 
role of the Allied armies as liberating and 
democratic forces, this consideration is 
of the utmost importance and would 
seem to exclude the fixing of any rate 
suggestive of “exchange profiteering,” 
either by the Allied armies or by local 
speculators, or by both. 

Reasons of convenience rule out flex- 
ible rates and exchange manipulations by 
military or civilian authorities during the 
course of liberation or occupation and 
suggest that a rigid rate be set and be 
maintained in effect by strict exchange 
control. In practice, the fixing of a con- 
venient rate for the currency of a liber- 
ated or occupied country could be guided 
by an estimate of the depreciation of its 
domestic purchasing power as related to 
4 pre-war base, compared with the rise 
of prices which has occurred in the Unit- 
ed States, Great Britain, and contiguous 
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countries. The choice of a pre-war base 
could in practice be restricted to a single 
year, or to the average of two or three 
years, of the 1936-39 period. As a rule, 
official price indices should be used. The 
fact that official prices are frequently 
fictitious is not overlooked; their use 
rather implies that every effort ought to 
be made by military and civilian au- 
thorities to maintain, through rationing 


_and price control, as much as possible of 


the official price structure found to be in 
existence at the time of liberation or oc- 
cupation. Black-market prices not only 
reflect the exceptional shortages of cer- 
tain goods and the excessive purchasing 
power in the hands of the public but also 
contain a risk premium for the seller on 
account of the illegality of the transac- 
tion. They may serve, however, as a 
warning for correcting those official 
prices found to be clearly artificial and 
unreliable. While the difficulties of meas- 
uring the relative changes in the purchas- 
ing power of various currencies should 
not be minimized, for the practical pur- 
pose envisaged precise measurement is 
not essential. 

If the rate which will meet these re- 
quirements cannot be determined pre- 
cisely, it is better to err on the side of a 
rate which may involve an overvaluation 
of the local currency. Such a rate would 
act as a deterrent of inflationary forces. 
In fact, considerable overvaluation of the 
currency may be purposely advised for 
those areas, such as southeastern Europe 
and the Far East, where standards of 
living are low and services and locally 
produced commodities are comparatively 
cheap. The selection of a high exchange 
rate is the most practical and effective 
method of curbing the inflationary pres- 
sure resulting from expenses by members 
of the Allied armies, and particularly by 
members of the American forces. It is 
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true that the choice of a high rate would 
normally make for relatively greater out- 
lays in terms of dollars or pounds on the 
part of the supply services of the Allied 
armies. This, however, would make no 
difference in the case of enemy countries, 
because the whole outlay is paid for in 
special military currency or through ad- 
vances from the local central bank, to be 
settled eventually through occupation 
levies and reparations; in the case of 
friendly countries the cost of liberation 
may be shared by their own governments 
through reciprocal lend-lease. In any 
event, the extra outlay would be small 
compared with total war costs and 
should be more than compensated by its 
beneficial psychological as well as eco- 
nomic effects. Moreover, if an initially 
low rate gives impetus to inflation, costs 
in dollars or pounds may be in the end 
as high as, or higher than, if the value of 
the local currency had been initially set 
at a high rate. 

These considerations militate against 
a policy of unduly low rates for curren- 
cies of foreign countries temporarily oc- 
cupied by Allied forces. The rates for the 
French franc and the Italian lira were 
apparently fixed on the basis of black- 
market quotations, with no attention 
given to their possible effects on the eco- 
nomic and social conditions of the coun- 
tries involved. The rate of 75 francs to 
the dollar was fixed for North Africa in 
November, 1942; the rate proved ex- 
cessively inflationary and was altered to 
50 francs to the dollar on February 2, 
1943, following remonstrances from 
French financial and governmental au- 
thorities. Punitive considerations may, 
unconsciously perhaps, have played an 
important role in fixing the absurdly low 
rates for the lira in Africa and in Italy. 
The rates of 480 lire to the pound in the 
Italian colonies and of 100 lire to the 
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dollar in Italy, by making Italian goods 
and services available for a comparative- 
ly smaller amount of American or British 
currency, have served the function of a 
concealed occupation levy. Even this ad- 
vantage, however, has been short lived, 
as the impetus given to inflation by the 
low exchange rate has caused prices to 
adjust themselves readily to the new 
value of the lira. 

The experience in Italy has indicated 
that such undervaluation of the local 
currency represents a most disruptive 
element in an economy already ravaged 
by the war. The demand of members of 
the Allied forces has been directed par- 
ticularly toward certain kinds of goods 
and services, the prices of which have ad- 
vanced sharply and uninterruptedly, 
while prices of other goods and ‘abor 
wages have lagged behind and salaries 
have shown little change. This disorder 
in the relationships between prices, 
wages, and salaries has unchained dis- 
ruptive speculative movements and has 
affected adversely not only the position 
of the government bureaucracy, upon 
which the administrative system de- 
pends, but also the strength of the middle 
class, which everywhere is the backbone 
of democracy and of social and political 
order. It may be said, therefore, that an 
undue undervaluation of a currency adds 
seriously to the burdens and difficulties 
of military government authorities’and 
has social and political repercussions of 
tremendous intensity and long duration. 


IV. EXCHANGE RATES DURING 
TRANSITION 


The fixing of a fair rate during the 
course of liberation or occupation of a 
country acquires further importance if 
consideration is given to the fact that 
such a rate would tend to become the 
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basic yardstick for fixing the postwar 
value of the local currency. Currency re- 
adjustments after the war are most likely 
to be on the downward side, inasmuch as 
the ravages of the war and, in the case of 
enemy countries, occupation costs and 
reparations can hardly operate in any 
other direction than to cause further 
depreciation of currencies. Any country 
wanting to reappreciate its currency 
would be bound to pursue a restrictive 
monetary policy, which would upset its 
program of economic reconstruction. In 
other words, the rate of exchange fixed 
for a country during the period of libera- 
tion or occupation will presumably turn 
out to be the highest value at which its 
currency could, under the most favorable 
circumstances, be stabilized after the 
war. Beyond this point it is impossible, 
during the period of hostilities in and oc- 
cupation of any particular country, to 
determine with any degree of certainty 
what foreign exchange rate would be best 
for that country in the postwar period. 

At this juncture we might recall the 
experiences had in the fixing of European 
exchange rates after the first World War. 
During and after the war the gold stocks 
of most European countries had been 
largely depleted, and the flight of capital 
had caused exchange resources to be ac- 
cumulated in private hands rather than 
in official reserve accounts. Economic 
conditions in the various countries were 
largely determined by the pressing needs 
for rehabilitation and reconstruction ex- 
penditures and for outlays for repara- 
tions and for social and political pur- 
poses; this contributed to a situation of, 
or near to, full employment. Owing to 
the lack or inefficiency of exchange con- 
trol mechanisms, and partly for psy- 
chological reasons, rates of exchange de- 
preciated generally during the first part 
of the twenties. The exchanges of some 








countries depreciated to such an extent 
that, at the lowest point, they appeared 
undervalued, that is they momentarily 
gave rise to an active balance of pay- 
ments on current account. Most coun- 
tries were anxious to avoid or, at any 
rate, to mitigate the economic depression 
that frequently follows stabilization, and 
therefore they chose stabilization levels 
at the bottom or at a new parity only 
slightly higher than the lowest rate of ex- 
change. An important element in the 
decision to stabilize at that level was a 
desire, on the part of some countries, to 
maintain certain external markets which 
they had secured for their exportable 
goods through the process of currency 
depreciation. However, stabilization at 
low rates was frequently followed by 
monetary expansion and upward re- 
adjustments of prices. 

Generally speaking, stabilization dur- 
ing the twenties had been a piecemeal 
process, carried out by one country after 
the other in an unco-ordinated manner. 
The outcome of this process was not a 
stable and orderly structure of interna- 
tional exchange rates, and stabilization 
at various levels unchained influences 
which in the long run defeated the object 
of stabilization itself. It may be further 
suggested that in fixing postwar rates 
not enough attention had been paid to 
the debit position, which in the long run 
was to characterize the balance of pay- 
ments on current account of European 
countries vis-A-vis the United States. 
This was not entirely apparent so long 
as the total balance of payments was 
maintained in equilibrium by American 
lending. The new parities broke down in 
the early thirties under the combined 
pressure of the American depression, an 
increased volume of foreign indebtedness, 
and unsuccessful deflationary efforts 
pursued by various foreign countries. 
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V. SOME TECHNICAL PROCEDURES 
FOLLOWED IN FIXING EXCHANGE 
RATES 


The fixing of the value of a currency 
after the war, when international trade 
is restored through commercial channels 
and foreign exchange control can be 
gradually relaxed, should be guided by 
considerations different from those used 
in determining exchange rates during the 
period of liberation or occupation. It is 
frequently suggested that after the war 
exchange controls should be abandoned 
and currencies allowed to find their “‘nat- 
ural level.” This expression, however, 
has no meaning in itself, because the 
“natural” or “equilibrium” level of a 
currency diffets in accordance with the 
state of business in the world at large. 
In actual practice there is no simple or 
unique “natural” or “equilibrium” rate 
of exchange but a whole series of such 
rates depending upon relative income 
levels at home and abroad. 

The technical procedures for fixing 
initial exchange rates are numerous. Un- 
fortunately, while rudimentary devices 
are in general inadequate to the task of 
finding the ‘‘correct”’ rates, in most cases 
the statistical equipment necessary for 
scientific caculation does not exist. 

No special attention should be paid to 
black-market rates for foreign exchange, 
which have arisen from the application 
of foreign exchange controls and wartime 
restrictions. This statement cannot be 
stressed sufficiently in view of the fact 
that the belief is still widespread in some 
official quarters that black-market rates 
are representative of the correct value of 
currencies, as distinct from their arti- 
ficial “official” rates. Beyond doubt, it is 
easier to base a rate on a black-market 
quotation than to ascertain the approxi- 
mate economic value of a currency. 
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However, under the rigid system of for- 
eign exchange control existing in most 
countries, black-market rates are en- 
tirely unreliable as an indication of the 
intrinsic value of a currency. Operations 


on a black market usually take the form ° 


of purchases and sales of bank notes 
rather than that of bank transfers; the 
over-all volume of transactions is in- 
finitesimally small, not only relative to 
the outstanding liquid holdings in the 
respective currency but also as compared 
with the volume of foreign trade and in- 
ternational financial transactions of the 
country concerned. Black-market rates 
reflect speculative expectations or the 
frantic desire of trapped men to flee their 
countries. A few wealthy individuals and 
politicians can sacrifice large amounts of 
their own currency in order to acquire a 
liquid position abroad, while for refugees 
forced to leave their homeland any rate 
is better than no realization on assets. 
The governments themselves do not 
hesitate to use the black market for their 
own purposes, thus giving a wholly “ar- 
tificial” tone to that market’s rates. 
Black markets are extremely sensitive 
to rumors of all kinds and respond 
violently to any war news. Moderate 
fluctuations in supply and demand are 
likely to bring about very considerable 
changes in rates. Quotations are fre- 
quently a matter of personal contacts 
and ability to bargain, and operations for 
sizable amounts are usually carried out 
in complete secrecy. Nobody can proper- 
ly claim that a few black-market quota- 
tions, gathered at random, have any re- 
lation to the correct value of currencies. 
In short, black markets should be dis- 
regarded in the fixing of exchange rates 
not only for the purposes of postwar in- 
ternational stabilization but also in de- 
termining the value of currencies during 
the course of the war. 
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A method commonly followed by 
technicians is the “purchasing-power 
parity,” which is based upon the theory 
that the rate of exchange between two 
currencies tends to move with the rela- 
tive changes in the general price levels in 
each country. This theory, despite its 
widespread popularity, is subject to 
many limitations, as it abstracts from the 
difficulties of compiling and comparing 
price indices and also from factors other 
than prices affecting balances of pay- 
ments and exchange rates. In actual prac- 
tice its statistical application is a very 
rough and unreliable criterion for meas- 
uring the value of a currency on the basis 
of the price level in a country as com- 
pared with price levels in foreign 
markets. There are no adequate means 
for comparing the prices of individual 
goods or the level of prices in various 
countries, and, in any event, such com- 
parison would be of little use because of 
basic differences in quality, location, 
standards of living, labor efficiency, and 
consumer preferences. Neither are index 
numbers very relevant for this purpose, 
as they are largely the result of promis- 
cuous averaging processes through which 
the characteristics of the component 
items are diluted. 

The technique generally used is to 
measure changes in the price indices of 
(rather than the absolute price levels in) 
two or more countries over a period of 
years, making allowance for any inter- 
vening changes in the exchange rates. 
The use of indices, however, involves the 
assumption that in the year from which 
the comparison is made the exchange 
rates and the price levels of the countries 
in question were in a position of equilib- 
rium or that the precise degree of over- 
valuation or undervaluation of their cur- 
rencies in terms of relative prices on that 
date was known. Because of statistical 


difficulties, the use of this technique is 
restricted to comparison between two or, 
at the most, three countries, changes of 
prices in other countries being purposely 
omitted. Moreover, different indices 
yield different results. If internationally 
traded goods only are taken into account, 
then the purchasing-power parity theory 
tends to become a mere truism, since the 
prices of such goods tend to fluctuate in a 
similar manner in different markets 
(with due allowance made for transporta- 
tion, import and export duties and other 
nonmonetary factors) and to be propor- 
tionate to changes in exchange rates. If, 
on the other hand, price indices of do- 
mestic goods are used, the theory need 
not be necessarily true at all—in general, 
there is a considerable lag between the 
movement of prices of internationally 
traded goods, which are very sensitive, 
and the movement of prices of domestic 
goods, particularly retail prices, which 
usually show moderate variations be- 
cause of the combined pressure exerted 
by legal and institutional forces. The use 
of general price indices would not yield 
any better results; the relative impor- 
tance of international and of domestic 
goods in any country is influenced by 
business-cycle factors and varies widely 
from country to country, with the result 
that average general indices are hardly 
representative of underlying economic 
elements in any country and do not pro- 
vide adequate standards of comparison 
between countries. 

After the war even greater difficulties 
will arise from the many dislocations 
caused in the price structure by the sus- 
pension of international commercial re- 
lations and by government intervention. 
In practically every country there will 
exist a dual price system, consisting of 
official and of black-market prices. In 
the official market, rationing governs 











68 FRANK M. 


the distribution of goods at fixed prices 
and prevents monetary expansion from 
producing its effect; in the black market, 
prices reflect not only the shortage of 
specific goods (such as imported goods, 
durable consumer goods, and other goods 
the production of which competes with 
military requirements) and the abund- 
ance of liquid purchasing power in the 
hands of the public but also the risk of 
detection and punishment. The relative 
importance of the official versus the 
black market varies greatly from coun- 
try to country. In countries with mod- 
erate inflation and efficient administra- 
tive systems, the turnover in the black 
market represents only an infinitesimal 
part of the total turnover of goods, while 
it may become the dominant market in 
an area directly affected by military 
hostilities. If reliable statistics for black- 
market transactions were available, one 
might be tempted to suggest the intro- 
duction of weighted indices of official 
and black-market prices. From the point 
of view of postwar stabilization, how- 
ever, both the official and the black- 
market prices may be equally unrepre- 
sentative, and the re-establishment of a 
stable and orderly price structure in a 
country will ultimately depend upon the 
ability of its productive system to re- 
store an equilibrium between the supply 
of and demand for goods. 

The view that the ability of a country 
to compete in the international market 
depends upon its costs of production has 
brought forward the suggestion that the 
level of costs should be accepted as the 
best indication of the correct exchange 
value of a currency. In practice, the 
technique for measuring relative costs 
does not differ from that used for meas- 
uring relative purchasing powers and 
meets with very much the same difficul- 
ties and criticisms. For purposes of con- 
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venience, money wages are taken as an 
indication of production costs; for a 
given year the wage levels in two or more 
countries are assumed to be in equilib- 
rium at the given rate of exchange and 
relative productive efficiency, and sub- 
sequent changes are measured on the 
basis of wage indices. There is some 
justification for this method, particular- 
ly in view of the fact that the amount 
paid out as wages generally represents 
one-half or more of the national income 
of a country and is, therefore, the main 
element in the volume of purchasing 
power in the hands of the public. 

It may be very dangerous, however, 
to rely too much on money wages as rep- 
resentative of costs of production. A 
comparison between money wages in 
countries at different stages of economic 
development (i.e., agricultural versus 
industrial countries) would be quite use- 
less, while changes in the productive 
efficiency taking place in various coun- 
tries over a period of time cannot be 
statistically measured. In fact, the post- 
war cost structure may well show a pat- 
tern little suited to peacetime require- 
ments. During the course of the war 
there have been profound relative shifts 
as between different countries in the rate 
of man-hour productivity. There has al- 
so been a growing divergence between 
wage level and price level, the rise in the 
former usually lagging considerably be- 
hind the rise in the latter. If the value of 
foreign currencies vis-a-vis the dollar 
were to be fixed on the basis of wage in- 
dices, the result might be that their rates 
would be generally higher than those 
which would be arrived at through the 
purchasing-power parity method. This 
would have a deflationary effect in for- 
eign countries upon costs and prices of 
those marginal activities operating in 
export fields, with resulting pressure up- 
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on the balance of payments on current 
account. There seems to be little doubt 
that an appropriate rate of exchange 
would be one which would permit the 
restoration of a balance between costs 
and prices to take place after the war 
without deflationary pressure or through 
an upward adjustment of wages rather 
than a downward movement of prices. 


VI. THE DETERMINATION OF AN 
EQUILIBRIUM RATE 


The core of the problem appears to be 
how to determine the equilibrium rate of 
a currency; that is, the rate which, under 
prevailing conditions of national income 
and flow of foreign investments, achieves 
and maintains a state of equilibrium in a 
country’s balance of payments. This 
definition does not postulate mere equali- 
ty of debits and credits in a country’s 
balance of payments on current account 
alone, but it implies that the balance on 
current account be fully “offset” by the 
balance on long-term capital account 
(ie., by investments, without recourse 
to gold and short-term capital move- 
ments). It is generally admitted that 
during the phase of transition from war 
to peace countries would maintain ex- 
change control and adapt gradually to 
changing conditions those regulations 
which had been in force before and dur- 
ing the war. There is also a tendency to 
admit that after the war the movement 
of short-term funds, the so-called “hot 
money,” should be subject to interna- 
tional supervision and that transactions 
involving capital transfers should be sub- 
ject to governmental direction. These 
principles have been embodied in the 
agreement of the International Mone- 
tary Fund. 

Neither the purchasing-power parity 
theory nor the relative cost technique 
can provide the elements necessary for 


determining an equilibrium rate. The de- 
termination of such a rate for a currency 
is dependent upon an estimate of the 
balance of payments’ position of the 
country in question, related to the pro- 
spective level of its national income and 
volume of net international long-term 
capital imports or exports. In fact, there 
is no abstract nor absolute equilibrium 
rate, as changes in national income and 
flow of investments—such as may be 
brought about through fiscal and social 
policies—result in changes in the bal- 
ance of payments and, hence, in the rate 
which would provide equilibrium in the 
current supply of and demand for for- 
eign currencies. The choice of an equilib- 
rium rate should be related to the pro- 
spective exports and imports of goods 
and services, and the chosen rate should 
be such as to promote a current income 
from abroad in the amount necessary to 
cover prospective payments due to for- 
eign countries, allowance being made for 
the debit or credit position on long-term 
capital account. Consideration should be 
given to the fact that the demand-and- 
supply elasticities for international goods 
at different levels of national income 
vary widely from country to country and 
that changes in the exchange rates affect 
directly the cost and price structure of 
internationally traded goods and serv- 
ices and, hence, of domestic goods and 
services also. Last, but not least, an ap- 
propriate equilibrium rate should be one 
which could command, as far as possible, 
the confidence of the people—a rate 
clearly recognized by the public as fair— 
as only such a rate could provide the set- 
ting for the gradual relaxation of direct 
controls. No general rule is possible here, 
as different people react to a prospective 
exchange rate with different intensity. 

It is freely admitted that these defini- 
tions do not provide a good-for-all formu- 
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la and do not facilitate a statistical cal- 
culation of postwar exchange rates. In 
fact, in most countries the statistical 
equipment for such a calculation does not 
exist. Moreover, no country can, by it- 
self and without reference to other coun- 
tries, determine the prospective quantum 
of its foreign trade and its foreign in- 
vestment position. This is particularly 
true of small and undeveloped countries, 
which individually play a rather incon- 
spicuous role in world trade but the na- 
tional income of which is largely de- 
pendent upon their export of goods and 
imports of capital. Obviously, none of 
them can approach intelligently its own 
problem of stabilization without relation 
to the prospective imports of goods and 
exports of capital of one or of a few lead- 
ing industrial countries. It would appear 
essential, therefore, for the major coun- 
tries commanding the bulk of interna- 
tional trade to concentrate on their own 
postwar domestic planning and on the 
stabilization of their own currencies at a 
given level of national income and vol- 
ume of foreign investments; the lesser 
countries could then adjust without any 
great difficulty the value of their own 
currencies to that of the principal cur- 
rencies. 

In fact, sufficient attention has not 
been paid to the intimate and indissolu- 
ble connections existing between domes- 
tic and foreign economic policies and, in 
particular, to the fact that the quantum 
of international trade is determined by 
the domestic policies of a few countries. 
In a broad sense, what will happen to the 
world currencies in the next ten years will 
depend pretty much on what will happen 
to internal economic conditions in the 
United States and the British Common- 
wealth, and that is about the same thing 
as saying that it is anyone’s guess. A 
high level of employment in and a flow of 
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foreign investments from these parts of 
the world would unquestionably facili- 
tate the task of the lesser countries in 
achieving and maintaining exchange 
stability; inversely, a low level of em- 
ployment and lack of foreign invest- 
ments would critically hamper any na- 
tional or international program of stabili- 
zation of the lesser currencies on a free 
exchange basis. 

The postwar picture is as yet, and 
will probably remain for a considerable 
while longer, unclarified, and any ex- 
change rate that is established during 
the course of the war or immediately 
afterward must be considered at best a 
provisional one. During this period the 
only practical way of preventing grave 
monetary disequilibriums would seem 
to be for the leading countries to en- 
deavor to achieve and maintain stable 
exchange rates among their currencies, 
while admitting the need for a flexible 
system and, so far as necessary, for fre- 
quent adjustments in exchange rates of 
lesser currencies. While the maintenance 
of conditions favorable to monetary 
stability will demand close and continu- 
ous co-operation among the leading 
countries, broader latitude may be per- 
mitted to smaller countries. Internation- 
al co-operation in the conduct of ex- 
change policies by the lesser countries 
presents unquestionable advantages as 
compared with competitive practices, 
and it would be most desirable that these 
countries abide in the management of the 
rates of their currencies by agreed rules 
within the framework of an international 
organization. It may be noted, however, 
that the success of an exchange-rate 
management unquestionably requires a 
secrecy, which can be achieved only 
through swift action by a single country 
or a restricted number of countries, and 
that small changes (such as the 10 per 




















cent free margin allowed to member- 
countries in the agreement for the Inter- 
national Monetary Fund) are ineffective 
as a corrective measure and may result in 
effects opposite to those desired. The 
responsibility of the leading countries 
will be very great, as, short of a clear 
definition of their economic policies and 
aims and of the extent to which they 
would stand ready to provide financial 
assistance to the rest of the world, the 
lesser countries would have to proceed 
necessarily by methods of trial and error 
in their own monetary conduct. The fact 
should be emphasized that, in the im- 
mediate postwar period, a stable rate 
structure will hardly be attained unless 
the minimum requirements for relief 
goods, reconstruction, and working capi- 
tal of each country will be satisfied; 
otherwise the tendency of the various 
countries to satisfy those requirements 
through competitive exchange deprecia- 
tion might become irresistible. 

A unilateral exchange policy, if pur- 
sued with little regard to the interests of 
other countries, may be countered by 
competitive currency depreciation by 
other countries, with harmful effects on 
the dev-!spment of world trade general- 
ly. The golden rule may be said to be, in 
the long run, for each country to en- 
deavor to maintain a high level of em- 
ployment, if necessary by stimulating 
capital outlays, and for all countries to 
co-operate in maintaining the rates for 
their currencies at the equilibrium level. 
Should a country with an active balance 
of trade attempt to raise its employment 
position by a currency depreciation, its 
action would be detrimental to,and there- 
fore correctly countered by, competitive 
countries. On the other hand, exchange 
depreciation would be relatively less in- 
jurious to the rest of the world if adopted 
with a view to counteracting a fall in 
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employment resulting from a contraction 
of exports, as it would tend to re- 
establish the pre-existing position of the 
country vis-a-vis other countries in the 
field of foreign trade. Unquestionably, 
any policy designed to redress a passive 
balance is a depressive influence on the 
outer world, but a policy directed to re- 
storing the balance by internal deflation 
and foreign trade restrictions would ag- 
gravate the employment position inside 
the country and adversely affect the ex- 
ports of other countries. On the other 
hand, exchange depreciation, by secur- 
ing an equilibrium at a higher level of 
employment and foreign trade in one 
country, would exercise an expanding in- 
fluence in the level of economic activity 
in other countries. It may be said, there- 
fore, that the maintenance of a high level 
of employment and imports by any one 
country—and most particularly by the 
leading industrial and trading coun- 
tries—will benefit the rest of the world 
and represent a fundamental contribu- 
tion to exchange-rate stability. 

Of course, there is no guaranty what- 
ever that an equilibrium rate, once ar- 
rived at by international co-operation or 
by trial and error during the transition 
from war to peace, could be maintained 
unaltered thereafter. The same may well 
be said, and probably with more reason, 
for any other rate arrived at through the 
mere application of the purchasing-pow- 
er or other statistical formulas. The 
equilibrium rate is both a determinant 
and a result of a workable relationship 
between the various elements of the na- 
tional income and international financial 
position (employment, prices, costs, for- 
eign trade, foreign investments, etc.) of 
various countries. From many points of 
view it would be preferable if, in the 
event of minor maladjustments, the 
necessary correction can be made by 
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adaptation of other elements, particular- 
ly by a readjustment of the cost and price 
structure, leaving the exchange rate un- 
changed. These, however, are counsels of 
perfection, and monetary authorities 
have no means to give effect by them- 
selves to a policy of general economic ad- 
justments. 


VII. EXCHANGE RATES AND EXCHANGE 
RESERVES 


It may be noted that the holding by 
any country of large reserves of means 
of international payment, such as gold 
and free foreign exchange, has not been 
given special consideration in connection 
with the fixing of the exchange rate of its 
currency. In the immediate postwar 
period much of these reserves may be dis- 
sipated to pay for imports necessary for 
rehabilitation and reconstruction; from 
this point of view, they stand to cover 
prospective nonrecurrent imports rather 
than to serve as a buffer for current 
deficits on trade and service accounts. 
In frequent cases these reserves cover 
liabilities of equivalent or even greater 
amount due by the country itself to other 
countries. A country with a net excess of 
exchange resources would be in a position 
to finance a passive balance of payments 
on current account for a certain but not 
unlimited time ; its excess of imports dur- 
ing the transition period would represent 
a stimulating factor abroad, and its re- 
lease of gold or foreign exchange would 
make for greater liquidity in the world as 
a whole. It is true that the possession of 
large reserves makes for greater confi- 
dence in the currency and gives to the 
holding country a wider margin of securi- 
ty in the management of its monetary 
policy and a stronger bargaining power 
vis-a-vis other countries; all this would 


unquestionably help a country in over- 
coming the difficulties of the transition 
from war to peace. 

In the long run, a minimum reserve of 
means of international payments is a 
sine qua non for the stability of any cur- 
rency, and countries whose reserves have 
been depleted during the war should be 
offered the possibility of an active bal- 
ance during the transition phase, so that 
they may accumulate again some gold 
and foreign currencies. This may be ac- 
complished partly by an undervaluation 
of the currencies of the countries in ques- 
tion and partly by a system of interna- 
tional credits, either in the form of “line 
of credit” as provided for in the agree- 
ment for the International Monetary 
Fund or in the form of loans granted at 
the time of stabilization and to be 
amortized currently in later years. How 
large the “minimum reserve” should be 
can be decided not in general terms but 
only country by country, having par- 
ticular regard to the seasonal and cyclical 
peaks of its balance of payments. 

It may be concluded that the existence 
of a reserve of gold and free foreign ex- 
change is likely to play an important role 
in the success of any monetary policy 
and a decisive role in the transition from 
foreign exchange control to a free ex- 
change system. It would not, however, 
provide a useful guide for establishing a 
stable rate structure on a free exchange 
basis for the postwar era. This should be 
related to the national income and for- 
eign investment policies of the leading 
industrial countries, particularly of the 
United States, and would depend upon 
the various countries being able to main- 
tain their balance of payments in equilib- 
rium without recourse to gold or short- 
term capital movements. 
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PRICE-MAKING IN A DEMOCRACY? 


A. B. WOLFE 


oursE’s Price Making in a Democracy 
N is a presentation and analysis of the 
one price-making policy which the author 
believes will enable private enterprise to 
maintain full production and employment. 
The efficiency of the economy, the provision 
of consumer purchasing power adequate to 
the continuous clearing of the market of the 
output of mass production, the passing-on 
to the public of the benefits of technological 
progress and reduction of costs, the stabili- 
zation of business, and the maximization of 
aggregate profits over the long run, if not 
the sheer survival of capitalism, depend on 
the willingness and ability of business ex- 
ecutives, educated to what the author calls 
“professional management,” to secure the 
adoption generally, throughout the econo- 
my, of a consistent low-price policy. 
Low-price policy does not mean sporadic 
or cutthroat low prices and is not to be iden- 
tified with price flexibility, which “places 
emphasis on experimental feeling out of the 
demand schedule in times of business de- 
pression.”’ Low-price policy, sustained and 
continuous, will go far to eliminate the busi- 
ness cycle. (The question of the timing of 
price changes, in relation to the cycle, is 
cogently discussed in chap. x. Both the 
policy of lowering prices in depression and 
that of raising them on the upswing are re- 
jected, on the ground that neither policy 
contributes to stability. It is far better to 
reduce prices on the upswing, but, in gen- 
eral, “the proper time for applying low- 
price policy is whenever cost reductions 
appear or can be brought about.’’) In other 
words, the lowering of prices is closely con- 
ditioned on technological and organizational 
improvement. 
But when is a price “high” or “low”? 


: Edwin G. Nourse, Price Making in a Democracy. 
Washington: Brookings Institution, 1944. Pp. x+ 
541. $3.50. 
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If a price is high or low “only in relation to 
other parts of the price system” and “prices 
have to be interpreted in terms of the gen- 
eral price level,’’ what would be the situa- 
tion if, by some miracle, all firms sold their 
output at prices just covering costs plus a 
minimal unit-rate of profit? Apparently the 
terms “high” and “low” would then have no 
significance. Comparison would not be be- 
tween price and price, or between price and 
price level, but between price and cost. This, 
in fact, is what Nourse presents as the sig- 
nificant comparison. 

By way of orientation, three types of 
prices are distinguished: “automatic” (at- 
omistic competition, individual bargain- 
ing), “authoritarian” (governmentally con- 
trolled), and “administered” (fixed by busi- 
ness executives). Automatic prices are out, 
because free competition in the old atomistic 
sense is gone. Authoritarian prices are not 
considered, because the author is an avowed 
minimalist with regard to government func- 
tions. This leaves administered pricing 
under imperfect (“group’’) competition 
and the continuous disequilibrium of tech- 
nological change as the problem for dis- 
cussion. The whole book is thus a sustained 
study in the field of imperfect or monopolis- 
tic competition, which is “the only real ex- 
pression of business enterprise.’ The actual 
working of imperfect competition as usually 
practiced, with its short-sighted, high-price, 
charge-what-the-traffic-will-bear, and re- 
striction-of-output policies, is rated bad 
from every angle. Not only does it rely on 
economic power rather than on economic 
understanding; in the long run it lessens 
aggregate profits, intensifies distributive 
conflicts, and deprives consumers of the 
prompt benefit of technological advance; 
moreover, through its strong tendency to 
promote oversaving and overinvestment, it 
fails to provide the volume of consumer 
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purchasing power essential to full employ- 
ment of labor and full utilization of ma- 
terial and technological resources. All this is 
familiar enough, but it is heartening to have 
it so well stated by so competent and well- 
informed an economist, and especially by 
one who frankly confesses to a strong “bias”’ 
against the government’s taking on mana- 
gerial functions which, he believes, can bet- 
ter be performed by business itself. What 
Nourse proposes is to educate business it- 
self to take the monopoly element out of 
monopolistic or “group” competition and, 
through an administered price policy aimed 
at a low-price system, regain the benefits 
of price competition. 

The argument is presented with compre- 
hensive breadth and persuasive skill, much 
attention to the concrete difficulties to be 
encountered (see Part II), and due eference 
to the dynamic processes of production, sav- 
ing, investment, and consumption. With 
many variations, the main conclusions are 
repeatedly driven home. The task of initiat- 
ing and maintaining a general low-price 
policy must be assumed by business execu- 
tives, under the leadership of the great cor- 
porations; but these executives must be 
properly conditioned and educated to long- 
run foresight, not only as to the require- 
ments of their own company and their own 
industry, but as to those of the economy as a 
whole. Furthermore, they should obtain the 
aid and advice of research departments 
manned by competent economists, who must 
(contrary to present practice) be given full 
access to all corporate records. “Scientifical- 
ly equipped group competition” may be ex- 
pected to show “a capacity to deal with the 
complicated problems of industrialism as 
well as or better than blind atomistic com- 
petition dealt with the simpler problems of 
a primitive economy.” 

Inherent in Nourse’s analysis, and es- 
sential to his argument, is the distinction 
between efficiency profits and scarcity prof- 
its. Implicitly, this distinction is as old as 
the theory of monopoly. It became explicit 
in Veblen’s Theory of Business Enterprise 
and still more so in C. J. Foreman’s neg- 
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lected book, Efficiency and Scarcity Profits 
(1929) and Commons’ Institutional Econom- 
ics (1934). In Nourse’s treatment the dis- 
tinction takes the form of differentiation 
between shortsighted management which, 
by charging what the traffic will bear, makes 
hay while the sun shines (short-term and 
windfall profits), regardless of the effect on 
the economy as a whole, and the more mod- 
ern, enlightened, and socially responsible 
type of corporation management which not 
only concerns itself with the long-run mar- 
ket and profits situation of the firm but 
takes a broad view of the total situation in 
order to produce, in the present, “those 
cross-section relationships that will pro- 
mote profit-making conditions in the fu- 
ture.” Industry must itself create the con- 
ditions of prosperity out of which can come, 
over the years, a continuous harvest of prof- 
its. “Attempts to maximize the profits of 
the firm ultimately defeat themselves if 
management closes its eyes to roundabout 
effects and ultimate consequences of its 
policies and procedures.” Moreover, effi- 
cient management “involves the mainte- 
nance of consumer purchasing power quite 
as definitely and consciously as it means 
maintenance of plant capacity or more 
generalized capital reserves.” ‘The specific 
profits that emerge from each successive 
step in technological progress shall be 
passed on democratically to... .the mass 
of consumers—rather than being monopo- 
lized by any particular group.” 

No one—certainly no one who believes 
that “professional managers” under “free 
enterprise” are likely to be more efficient 
and socially productive than the same men 
under collectivism or government planning 
—can disagree with these ideal specifica- 
tions. 

Nevertheless, certain rather grave doubts 
intrude. The author is presenting us with an 
ideal, something to be striven for; other- 
wise, he would have felt no urge to write the 
book. The first question is: How far are 
we now from his ideal of management, 
and what practical likelihood is there that 
the run-of-the-mine businessmen can be 

















brought to it? Nourseperhaps takes toomuch 
at face value the public pronouncements of 
outstanding businessleaders like Eric Johns- 
ton, C. E. Wilson, and Paul G. Hoffman and 
is too optimistic over the change of heart on 
the part of the National Association of 
Manufacturers and the Chamber of Com- 
merce of the United States. Moreover, it 
remains to be seen how widespread or how 
permanent will be the researches and the 
educational efforts of the Committee on 
Economic Development. What is the prob- 
ability that the thousands of small con- 
cerns the country over—concerns whose in- 
dividual pricing policies can have little ef- 
fect on the market—will be more than 
nominally impressed by the low-price and 
consumer purchasing-power arguments? 
Experience indicates that they will continue 
to make their profits when and where they 
can, either by efficiency or by restriction of 
output, whichever promises more immediate 
returns, and let the future of the total econ- 
omy take care of itself. In prosperity they 
will raise prices, and in depression they will 
save themselves in any way they can, re- 
gardless of unemployment and decrease of 
consumer buying, because that is what they 
have to do. 

The main responsibility for instituting 
and maintaining a low-price policy, with 
minimum unit-profits and prompt passing- 
on of cost reductions to the consumer, ob- 
viously rests on the 1 or 2 per cent of the 
gainfully employed (or the “less rather than 
more than 1 per cent of the business popula- 
tion” [p. 20n.]), upon whom the “real 
directive function converges.” Nourse’s 
thought as to the place and lot of small 
business is not entirely clear. He definitely 
disclaims (p. 426), however, holding “low- 
price policy as something to be effectuated 
by the largest business concerns” or that its 
practice “would contribute to the growth of 
big business and the elimination of small 
companies.” Yet the role assigned the small 
firms is entirely subordinate. Even when the 
small firms, he says, “do not become pace- 
makers or prime movers in starting business 
forward or seeing that its rate of progress is 
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maintained, it is quite clear that they play 
an essential, even if negative, role of fol- 
lowership, complementary to the leader- 
ship of the very big and strategically placed 
companies.” Thus a great responsibility, 
both economic and moral, is placed squarely 
on the managers of big business. How will 
they exercise their responsibility? If they 
temper their competition by not lowering 
their prices enough to eliminate the higher- 
cost “followers,” the benefits of low-price 
policy to the public will be curtailed. If they 
pursue price competition to its logical con- 
clusion, the little fellows will gradually be 
absorbed or forced out of business. The re- 
viewer does not regard small business as a 
sacred cow (neither does Nourse), but there 
are many who identify small business with 
“the American way,” and some who evi- 
dently feel that freedom of enterprise should 
be interpreted widely enough to cover legis- 
lative protection to inefficiency. 

This issue must be definitely faced, al- 
though it need not, and probably will not, 
be decided on grounds of technical efficiency 
alone. The only “practical” measure which 
Nourse offers—somewhat tentatively—for 
bringing small business into the field of com- 
petitive low-pricing is co-operative research 
and advice on the part of reformed trade as- 
sociations. He rejects the interesting plan of 
John E. Webster for a “Market Building 
Association” (see Appen. E), a plan with 
more teeth in it, on the ground that “any 
real compliance machinery would threaten 
to prove too cumbersome and probably too 
inflexible to produce the results required.” 

The general problem with which Nourse, 
along with many other liberal defenders of 
private capitalism, wrestles is how to har- 
monize the profit system with the full pro- 
ductive potentialities of our material re- 
sources and our technological knowledge. 
Nourse’s specific proposal of general low- 
price policy to this end will admittedly have 
to surmount difficulties. It is much more dif- 
ficult to realize in certain fields—for ex- 
ample, distribution—and under certain con- 
ditions—among which are those of com- 
modities of inelastic demand and joint 
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products—than it is in others (see chap. 
vi). We must cordially agree that private 
enterprise, if it can be organized and ori- 
ented (and still remain private) in a way to 
insure volume production at irreducibly 
minimum unit-profits, with resultant low 
prices for consumers, will serve society ef- 
fectively. But does not this really beg the 
question? The author’s appeal to business 
is to forget the high unit-profits which can 
be reaped in times of prosperity and/or by 
restriction of output, and bank on maximi- 
zation of aggregate profits over an indefinite 
term of years. The top executives of financial- 
ly powerful corporations can pursue this 
long-term policy, but we may legitimately 
question whether such a policy will appeal 
to the individual businessman who lacks the 
immortality theoretically conferred on the 
corporation by law. 

The business executive is on the spot: 
he has to serve two masters, his own con- 
cern and the public. Nourse’s economic ar- 
gument, sound enough if it can be realized 
in practice, is that both these masters can 
be fully served by adoption of low-price poli- 
cy. But, at bottom, reliance is placed on 
moral considerations, though perhaps not 
entirely consciously. ‘‘In the last analysis, 
Managers are, under private capitalism, 
trustees for the economy’”—a doctrine 
which, if memory is not confused, dates 
back to Andrew Carnegie. This appears, 
however, as a statement of what the author 
thinks ought to be rather than a true re- 
flection of what actually is. We should not 
forget that trustees have been known to 
violate their trust. The reviewer has not 
quite the author’s faith in either the broad 
economic insight or the moral devotion of 
business leaders, for whom momentary 
exigencies must frequently bring heavy 
pressure against adherence to moral duties, 
the objective of which lies less close at hand. 
Nevertheless, we need to avoid throwing too 
much of the cold water of skepticism. If 
anything can make private enterprise 
thoroughly satisfactory in its public serv- 
ice, perhaps the actual—not merely 
verbal—moral conviction of high calling 


will do so. At any rate, Nourse’s courageous 
faith and optimism are both stimulating 
and refreshing. 

It is well argued that full production and 
full employment can better be maintained by 
low prices than by high money wages. The 
rub here, however, is whether labor will be 
willing to take its gains in that way. 

Apparently, Nourse sees no incompatibil- 
ity between the long-term maximization of 
aggregate profits and continuous provision 
of adequate consumer purchasing power. 
Yet there is certainly a difficulty here. He 
says that “the piling up of personal incomes 
of that part of the population in whose 
hands capital ownership tends to concen- 
trate under high-profit types of business 
policy” does not adjust itself suitably 
through the higher spending of the favored 
class. The consumption of the wealthy can- 
not absorb their incomes. “Hence the proc- 
esses of actual use as a means of clearing 
the market are retarded.” The result is over- 
saving and overinvestment—either “the 
amassing of idle capital or the accumulation 
of idle or partly utilized plant.” While these 
remarks are meant to apply to high-price 
and high unit-profit policy, in the end do 
they not equally well apply to maximized 
efficiency profits, however low the profit 
rate may be? Who hut the owners of capital 
are to get these maximized aggregate prof- 
its? And unless the distribution of owner- 
ship of productive capital becomes so widely 
dispersed as to have abolished all unspend- 
ably large incomes, how can it be argued 
that maximized efficiency profits are less 
likely than scarcity profits to occasion de- 
ficiency in consumer purchasing power? 
The reviewer does not know the answer, but 
it would seem that changes even more 
fundamental than the institution of low- 
price policy are essential to basic and per- 
manent compatibility between the profit 
system and mass production. 

There remains for brief consideration a 
third question, crucial for the validity of 
Nourse’s economic philosophy. How can the 
managers of private industry, in the ab- 
sence of positive and centralized gov- 
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ernment control, especially over saving and 
new investment, secure that over-all bal- 
ance, co-ordination, and integration, not 
only intra-industry but interindustry, es- 
sential to the proper functioning of a highly 
complex and dynamic economy? Nourse is 
aware of this issue, but, in the reviewer’s 
opinion, he does not successfully meet it. 
He admits that the dilemma of capitalism 
“lies at the crux of the problem of indi- 
vidual firm action and co-ordinated action 
by many firms” (p. 375n.). And again 
(p. 252): “Courses of action which seem 
sound or necessary for the entire industry 
or for the economy as a whole may be im- 
possible or highly difficult of adoption and 
execution by the individual company.” 

In chapter xiii, the title of which is 
“Could Sound Policy Be Facilitated by 
Private Associations?”, he turns hopefully 
but cautiously to trade-associations. Busi- 
ness associations in the past, by and large, 
“have been alliances in abatement of com- 
petition, for price maintenance, and for 
limitation of production.” The start is thus 
none too propitious; but, he insists, “there 
isno inherent reason why the trade associa- 
tion should not be the high strategy board 
for its industry, promoting the most con- 
structive policies for facilitating the entry 
of new efficiencies into the business or trans- 
lating these efficiencies into maximum pro- 
duction and maximum consumer satisfac- 
tion.” Furthermore, “a move toward get- 
ting a broad view of economic policy might 
be strengthened by the erection of a super- 
industrial federation of trade associations 
on a high professional plane.” Such agencies 
would be wholly advisory, with no power of 
direction or compulsion. Even so, he cau- 
tions that it is premature to go further than 
to point out that such voluntary associations 
have possibilities, as yet undetermined, “‘of 
putting policy making for the individual 
company on the broad plane of optimum 
operating conditions for the economy.” 
He then alludes to Webster’s plan, men- 
tioned above, and to Dun and Bradstreet’s 
proposal for “the establishment of a single 
integrated policy-making organization with- 
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in private business, comprising and rep- 
resenting all private business on a represen- 
tative and democratic basis.” 

Of this, he asks: “Is this, perchance, the 
shadowy outline of an incipient American 
Fascism?” He confesses that he does not 
know. The reviewer would be less agnostic. 
Nourse is temperamentally averse to com- 
pulsion : 

It is an innate fear of the potentialities of 
overhead business organizations, particularly 
if delegated disciplinary power over members, 
that causes me to place my emphasis so strong- 
ly on the understanding and voluntary action of 
the individual firm, with business associations 
designed merely for investigatory, consultative, 
and discussion functions. 


Thus a shrinking from anything suggestive 
of fascism, on the one hand, and antipathy 
to government control, on the other, seem 
to leave the problem of economic balance 
and co-ordination without any dependable 
solution. Although Nourse says they mis- 
represent his position, the reviewer (prob- 
ably with other reasons than theirs) has 
considerable sympathy with the unnamed 
critics who are quoted as saying that they 
“do not see much of a case for having the 
business executive selected by the industry 
and paid by the industry if in fact his re- 
sponsibilities are primarily to the public.” 

It is Scripture that no man can serve two 
masters, but Nourse may be riglit in his 
belief that the business executive cannot 
serve his immediate master, his company, 
in the maximization of profits without at 
the same time serving the general public by 
full employment and an ample standard of 
living. We are here in the realm of motive. 
Nourse’s book should be sufficient proof, 
even to the ingrained price-economist, that 
fruitful economic discussion can be had only 
by considering the motives which actuate 
economic behavior. If this takes us beyond 
the confines of pure science, that fact should 
not cause misgivings. We must frankly ad- 
mit that in considering the relations of mo- 
tive to policy, and especially in judging in 
what direction the springs of human action 
will drive the business executive facing the 
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pricing and production problem, one econ- 
omist’s, or one psychologist’s, guess is as 
good as another’s. That is the reason why 
the reviewer does not wish to be too skepti- 
cal of the author’s ideals or to call them 
wishful thinking. The now widespread rec- 
ognition on the part of business leaders of 
the significance of consumer purchasing 
power is distinctly encouraging. It repre- 
sents, in fact, something of a revolution in 
business attitudes. But to translate this 
recognition into actual policy, throughout 
the business world, which will insure the 
prompt return to industry of all its costs, 
including minimal profit, through consumer 
demand for the total output, is the real prob- 
lem. It calls for more than general low-price 
policy—for a different distribution of money 
income and for rational and effective con- 
trol of saving and expansive investment. 

While Nourse desires as little govern- 
mental interference as may be, he is de- 
cidedly no advocate of laissez faire and 
rugged individualism. How much and what 
kind of governmental interference, applied 
at what points, he would think proper he 
does not tell us. He has excluded treatment 
of government policy from the present 
study—unfortunately, we think. While this 
exclusion admittedly makes the study in- 
complete, the author is reconciled to this 
limitation by his firm belief that “‘spontane- 
ous and independent action of individual 
firms is capable of meeting the requirements 
of successful operation of our economy un- 
der a private enterprise system more fully 
and with less reliance on government aids 
....than is commonly supposed.” The 
reviewer regrets that he cannot share this 
belief. Nor can he accept the implication 
(p. 25) that government control (“‘bureau- 
cratic centralization of power”) is neces- 
sarily any less “democratic” than private 
management under the bureaucracy of big 
business, admittedly efficient within its own 
sphere as the latter bureaucracy appears to 
be. 

There is a certain analogy between the 
profit system and the former practice of 
farming out the taxes. We no longer contract 


with private parties to collect the taxes on a 
commission basis. But we still farm out the 
management of industry on a profit-and- 
loss, or essentially commission, basis. Our 
economic organism is still, in respect to self- 
control, of a low order. We have not ar- 
rived at the adaptive and responsive self- 
direction of the whole organism which is 
characteristic of the higher vertebrates, 
Whether we shall lies in the lap of the gods, 
Whether we shall want to will depend on 
how well decentralized control in private 
enterprise can serve the public: and this in 
turn depends, first, on whether we can solve 
the problem of co-ordination under such 
decentralization and, second, on whether 
business as a whole will not only accept the 
theory of low-price policy but be able to 
apply it practically. Certainly, there is no 
immediate desire on the part of the Ameri- 
can people to go over to collectivism. We do 
wish, however, private enterprise to show 
what it can do—to put up or shut up. Busi- 
nessmen themselves feel that private en- 
terprise is on trial. The new and more en- 
lightened attitude of its leading spokesmen 
gives some promise that it may meet this 
trial successfully. But it should be wary of 
promising too much, lest it not be able to 
deliver. This is one reason why we must be 
cautious not to fall too completely under 
the spell of Nourse’s sincere and persuasive 
optimism. 

Nourse has written a book which cannot 
be ignored and which should have more than 
perfunctory reading. There is in it a richness 
of material which this review, selecting for 
comment the basic debatable issues, has not 
revealed. It is an open-minded, courteous, 
and tolerant book, even where the author 
adversely criticizes the shortcomings of 
business, cost accountants, and statisticians. 
The spirit throughout is admirable. While 
there are difficult fundamental problems 
which, in the reviewer’s opinion, have not 
been successfully disposed of, this book is 
beyond doubt one of the “musts” of the 
present decade. 
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T SEEMS certain that no other economist 
has exerted so great an influence on the 
course of world events as Karl Marx. It is 
also certain that this influence was not the 
result of any significant contribution to the 
understanding of the working of the capital- 
ist economy and even less to any indications 
of the nature of the socialist society that was 
to supersedecapitalism. Neither have Marx’s 
contributions in the field of politics or sociol- 
ogy or anthropology, or in any other field, 
been such as to impress the experts in those 
Selds. His strength has lain rather in the in- 
tegration of impressive long-range and large- 
scale views of the nature of social evolution 
with a number of psychologically effective 
devices for concentrating the social dis- 
satisfactions of his followers into so grim a 
hatred of “capitalism” that they were hard- 
ly concerned whether the alternative to 
which they might be directing society would 
be better or worse. 

Perhaps one of the most useful of Marx’s 
constructive services was his way of looking 
at the capitalist form of social organization 
as but one stage in the course of social de- 
velopment. This is a salutory reminder to 
economists who are often too concerned 
with immediate problems and who are liable 
to speak as if the current arrangements were 
valid over all time and space. Very valuable 
in this connection was the way in which 
Marx pointed out that institutions which 
at one time are of the greatest use in helping 
the development of society to a “higher” 
(and presumably better) form of organiza- 
tion can, after a time, become a “fetter” 
upon further development. Marx is especial- 
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ly interested in applying this to the institu- 
tion of private property which played an 
essential part in raising economic organiza- 
tions from less efficient pre-capitalistic 
forms to the more efficient capitalism. His 
great and indisputable point was that in the 
course of development the institution of 
private property could become a “fetter,” 
hindering rather than helping the develop- 
ment of the productive process. 

Whether this is true of a// private proper- 
ty in the instruments of production, as 
Marx seems to have believed and as is de- 
clared to be the truth by the official Marxist 
religion, is debatable; but there is no doubt 
in the minds of nearly all modern economists 
that in an increasing part of our economy 
the needs of the people are better served by 
public than by private enterprise. This is the 
field of “public utilities,’ where private 
ownership and enterprise inevitably leads 
to monopolistic restrictions of output. 

Emphasis on the historical relativity of 
the usefulness of social institutions is a val- 
uable tool and of general applicability. It is 
also applicable to the most fundamental 
dogmas of the Marxian system. This is seen 
most clearly in Marx’s view of private prop- 
erty as a form of exploitation. When we say 
that slavery and feudalism are systems of 
exploitation, we mean that they are social 
institutions which enable some men to en- 
joy what others, their slaves or serfs, pro- 
duce. In the same sense the owner of prop- 
erty is able to live without working. Of 
course, it may be argued that in certain 
conditions there is a good reason for the 
capitalist’s being allowed to live in this way, 
and Marx would be the last to.deny that 
capitalism can have a socially useful func- 
tion. It should be remembered, however, 
that similar social justifications were valid 
in their time for feudal arrangements and 
even for slavery. 
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Marx’s insistence that the institution of 
capitalism did not abolish exploitation, or 
the fact of some men living from the labor of 
others, performed the useful function of re- 
minding enthusiasts for capitalism that the 
abolition of feudalism and of slavery did not 
mean the abolition of exploitation but only 
a change in its form. This change might be 
very good and might mean a decrease in the 
more onerous forms of exploitation, but one 
could not be too sure even about that. Only 
by a careful study of the particular situa- 
tions could one say whether there had been 
a diminution of exploitation or an ameliora- 
tion in its operation. 

In comparing capitalism with previous 
forms of social organization, it was there- 
fore useful to emphasize the remaining ex- 
ploitation, since these who had worked to 
abolish feudalism or slavery could very 
easily persuade themselves that they had 
done more than merely change the form of 
exploitation. 

But to emphasize the element of exploita- 
tion in the institution of private property 
at a time when what is being considered is 
not the substitution of capitalism for feudal- 
ism or slavery but the supersession of capi- 
talism by other forms of social organization 
commits the very fault that Marx sought to 
correct in the other connection. It leads to 
the supposition that the abolition of private 
property is all that is needed to end all ex- 
ploitation and to bring about the final and 
just state of society in which no man is 
privileged at the expense of his fellow- 
citizens. 

This prejudging of post-capitalist socie- 
ties as necessarily better (the elimination of 
a form of exploitation being taken for the 
elimination of exploitation itself) is but one 
indication of how an insufficiently critical 
Marxism can become a fetter on social 
understanding. There are many ways in 
which at the present stage of society and of 
social thought Marxist dogmas can inhibit 
and pervert serious thought on social prob- 
lems. Paul Sweezy’s book on Marxism is 
in large part a demonstration of how a 
young economist of the highest talents can 


have his critical powers inhibited, and even 
his knowledge of economic theory sup- 
pressed (it is hoped only temporarily), by an 
emotional acceptance of the Marxist dog- 
mas. 

We thus have the strange spectacle of 
Sweezy’s accepting the labor theory of 
value—not indeed as a valid explanation of 
what determined value in the ordinary 
meaning of the rates at which things tend 
to exchange for one another (even Ricardo 
and Marx were aware of important qualifi- 
cations that would have to be made for this) 
but as a way of keeping in mind the fact 
that exchange is fundamentally a relation- 
ship between people rather than between 
things, by which workers are made to pro- 
duce the things consumed by capitalists. 

Of course, nobody can deny the fact that 
there are people who receive incomes and 
do not work, and those who feel this to be a 
very grievous injustice are entitled to sup- 
port measures to remedy it, such as pro- 
gressive income and inheritance taxes or 
even the complete confiscation of all private 
property. But it seems remarkably unrea- 
sonable to insist on calculating coefficients 
for every economic item in terms of the 
amount of socially necessary labor incorpo- 
rated in every commodity or service (labor, 
that is, of an assumed homogeneity that is 
known not to exist), to call this its ‘‘value,” 
and then to reconvert all these coefficients 
into the prices of the goods, when all the 
practical and theoretical purposes for which 
these calculations might be used are served 
directly by the prices without ever consider- 
ing the “‘values.” 

Extremely annoying are the metaphysi- 
cal lengths to which Sweezy resorts in his 
defense of considering “value” at such 
lengths. The chapter on the qualitative 
value problem does nothing but say in an 
extremely roundabout way that there are 
capitalists who get income without working. 
A section at the end of the first part of the 
book which asks “Why not start with price 
calculation?” seems to betray some uneasi- 
ness as to whether there can be any justifi- 
cation for the complicated juggling with 
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“value” in order to arrive ultimately at the 
prices. Apart from the actual errors in the 
process, such as the baseless assumption of 
essential homogeneity of different kinds of 
labor so that one can be translated into the 
other directly without having to resort to 
market price to find a common measure, 
there is the insistent reiteration of the un- 
founded dogma that, unless we go in for all 
this rigmarole about “‘value,”’ we cannot say 
that capitalists get a part of the social 
product without working. There is also 
some idea that discussion of “value” shows 
the origin or the “true nature” or the “es- 
sence” of profit. This reminds one of noth- 
ing so much as of the obnoxious repetition 
by ignorant obscurantists of the statement 
that we do not know “what electricity is” 
but only what we can do with it—as if we 
can ever know what anything “is” apart 
from what it does. 

Closely related to this metaphysical pre- 
occupation with “essences” is its obverse, 
an excessive preoccupation with the words 
used to describe phenomena. In this, Sweezy 
isnot uniformly perverse. At times he points 
out, for instance, that there is no difference 
between saying that capital is productive 
and saying that the output of labor is great- 
er when it has more capital to work with. 
But at other times he insists that it is very 
bad to say that capital is productive be- 
cause such an expression tends to make one 
forge: che social relationships and to sup- 
pose that the capitalist has the same moral 
right to the product of his capital as the 
laborer has to the product of his labor. It is 
true that there have been economists, and 
there are some publicists now repeating 
their statements, who believed that the 
marginal product of any factor represented 
the just reward and income of the owner of 
the factor. Sweezy points out that the use 
by Pigou and the Cambridge school of the 
word “exploitation” to indicate a departure 
from this norm, may tend to indicate a 
moral disapproval of the owner of any factor 
getting more or less than the value of its 
Marginal product. (One would be mistaken 
toexpect Marxists to be deterred from mak- 


ing this point by their emphatic assertions 
that their own useof the word “exploitation” 
does not carry any moral connotations 
whatever.) But he is surely aware that all 
respectable economists try very hard to 
guard their students against this error. At 
still other times Sweezy attacks theories of 
the productivity of capital, not as undesir- 
able formulations which might distract at- 
tention from the productive relations be- 
tween people, but as if they were simply 
wrong, as in the discussion of Béhm- 
Bawerk (p. 130). 

It may perhaps be pointed out that 
there is no necessary conflict whatever be- 
tween the two uses of the word “exploita- 
tion,” even though there is in both cases a 
definite moral implication in the sense that 
the society would be considered better in 
some way if there were less “exploitation.” 
Marxian “exploitation” occurs whenever 
capitalists are abie to obtain income without 
working and carries the implication that 
this is unjust (and also may lead to other 
troubles, such as underconsumption, which 
we shall consider below). Pigou’s “ex- 
ploition,” which occurs whenever the owner 
of a factor of production is paid less than 
the value of the marginal product of the 
factor, is concerned not with what the owner 
of the factor obtains but rather with the 
payment that must be made by the organ- 
izer of production who is guided by the price 
of the factor in his decisions whether to use 
the factor or how much of it to use. If what 
he has to pay does not correspond to the 
value of the marginal product of the factor 
he will be induced to use too much or too 
little of it from the point of view of the 
greatest efficiency of the economy as a 
whole. Marx’s “exploitation” is concerned 
with the justice of the distribution of the 
product between capitalists and workers 
and considers labor the only factor that 
should be paid for. The other factors, he 
believes, should not be sources of income to 
individuals. Pigou’s “exploitation” is con- 
cerned with the efficiency of production. It 
is perfectly possible and consistent for any- 
one to want to eliminate both kinds of “ex- 
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ploitation” so as to bring about both justice 
and efficiency. 

It might, indeed, be found that a com- 
promise is necessary where the two ideals 
come into conflict. The recognition of such a 
conflict would be in complete accord with 
Marx’s method, for, indeed, it is he more 
than anybody else who justified slavery, 
feudalism, and capitalism as performing use- 
ful functions in their time on the very 
grounds of inducing efficiency in produc- 
tion and setting the stage for the advance- 
ment of social organization. But modern 
Marxists cling more strongly to Marx’s 
dogmas than to the scientific elements in 
his methods. In violently denying the moral 
element in Marx’s “exploitation” they are 
not departing from Marx but only falling 
under the spell of his device of making his 
conclusions look like descriptions of the in- 
evitable course of history rather than like 
a program that he wanted to see carried out. 
In this way has been built the fanaticism of 
those communists who can combine the 
enthusiasm of the revolutionary with the 
imperturbability of the fatalist. 

The examination of the theory of surplus 
value, in Sweezy’s book, shows many as- 
tonishing slips in economic analysis. Basic 
to the main argument is the assumption of 
a tendency for the rate of surplus value 
(which is the part of the product kept by the 
capitalists) to be equalized in different parts 
of the economy by the mobility of labor. 
For this there is no reason whatever. Mo- 
bility of labor tends to equalize the wages 
(for labor of the same grade). Mobility of 
capital tends to equalize the rate of return 
on capital. But there is no tendency for the 
worker to get the same share of the value 
of the total product in different occupations, 
unless there is not only mobility of both 
labor and capital but also the same propor- 
tion everywhere of capital to labor. The 
equality would then be a result of these 
other forces. One cannot start out from such 
a result to consider what deviations there 
will be when the forces which bring about 
this equality are absent. This kind of ir- 
responsible shifting from conclusions to 


causes is perhaps pardonable in Marx, who 
was struggling with extremely elementary 
notions of ratios between the different ele- 
ments in his schemes. It is difficult to for- 
give in a master of modern economic tech- 
niques for whom such fumblings are quite 
unnecessary except for ritualistic purposes, 

Of the same nature are the calculations 
in terms of ratios of constant to variable 
capital and of fixed to circulating capital to 
prove the law of falling rate of profit. It so 
happens that there are some very good rea- 
sons for believing that there isa tendency for 
the rate of profit to fall, but these reasons 
are provided by modern marginal economic 
theory and so are apparently not kosher, 
Instead we must depend on completely in- 
conclusive manipulations of the ratios. 
Such manipulations can prove nothing but 
can in time be made so complicated that 
every Marxist stops thinking and takes the 
conclusion on trust. 

Another case is the rejection of the Mal- 
thusian argument for the maintenance of 
wages at the subsistence level while keeping 
the Malthusian conclusion. Instead of the 
pressure of population there is the pressure 
of a reserve army of unemployed which 
keeps wages down by competing with the 
employed for jobs. Questions about how it 
is that the reserve army is always effective 
in doing this are kept at bay partly by rede- 
fining subsistence wages to fit the actual 
wages and partly by bringing in labor-sav- 
ing inventions, psychological propensities 
of the capitalists to hoard when the rate of 
profit falls too low, and other such conven- 
ient Dei ex machina of the kind that have 
always enabled economists of all schools to 
write descriptions of trade cycles while be- 
lieving they were providing theories to ex- 
plain them. 

The compulsion to find a solution in 
Marxian terms for the puzzle of the business 
cycles has led Sweezy to commit a whole 
slew of errors of a kind that he would im- 
mediately spot in any essay handed to him 
by astudent. Much is made of the distinction 
between investment and accumulation, the 
latter apparently meaning very much the 
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same as saving, whether the savings are in- 
vested or not. There is then the problem of 
the tendency for accumulation to be greater 
at full employment levels of economic activ- 
ity than could be absorbed in sufficiently at- 
tractive investment opportunities. This, 
according to the modern theory of employ- 
ment, would be the cause of a tendency for 
a low level of activity—a stagnation ele- 
ment. 

There is much to be said for the conten- 
tion that these problems were better under- 
stood by Marxian economists than by 
“bourgeois” economists prior to the Keynes- 
ian clarification of these matters. No 
doubt much of what is now called Keynesian 
economics can be found in Marx, especially 
as Marx absorbed much of the undercon- 
sumptionism of writers like Malthus, even 
while he poured vitriolic scorn on them be- 
cause they differed from him slightly or be- 
cause they used a terminology different 
from the one he favored. 

It is difficult to explain, in the analysis of 
the business cycle, why Sweezy should think 
that a decision by capitalists to accumulate 
by investing in increasing their equipment 
should in general result in a greater demand 
for labor than if the capitalists should con- 
sume their income, nor is it clear why in- 
vestment in the additional stock of circulat- 
ing capital that is needed when employing 
additional workers is considered as con- 
sumed by these workers while investment 
in additional equipment (additions to the 
stock of constant capital) is not considered 
as consumption by the workers who produce 
the additional equipment (p. 181). At any 
rate, this analysis, with its constant and 
variable capital in which stocks are con- 
verted into flows “for the sake of simplicity” 
and fixed and circulating capital are as- 
sumed to circulate at the same rate “for the 
sake of simplicity,” is no doubt very efficient 
in getting almost any student confused be- 
tween stocks and flows and may have been 
successful in performing this function for 
Sweezy himself. 

Sweezy is aware of many discrepancies 
and inadequacies in all previous Marxian 


theories of the business cycle and examines 
them very carefully and critically. But he 
cannot resist the temptation to provide a 
Marxian business-cycle theory of his own, 
and this is very sad. For what he does is to 
point out that, in a progressive economy, 
there will be an increasing rate of saving, 
an increasing part of which will consist of 
additions to equipment. This means that 
the total of means of production increases 
relatively to the rate of consumption. We 
are then told that there is a technical law 
which says that the output of consumption 
goods must be in proportion to the stock of 
means of production (p. 182). The only 
basis for this law is a study by Carl Snyder 
(of all persons for Sweezy to quote!) in 
which it is shown that there is a statistical 
stability between the stock of equipment 
and the annual output (and naturally also 
between the rates of change in these quan- 
tities). But output is not the same as con- 
sumption. It includes not merely consump- 
tion but also the output of additions to 
equipment and to stocks of goods in process. 
Sweezy appears to have been much too 
dazed by the whirl of different ratios to 
notice this. The only basis for the law on 
which his new theory of capitalist crisis 
rests does not exist. 

Even if there were such an inexorable 
technological law rigidly fixing a ratio be- 
tween the stock of capital and the output of 
consumption goods, one might think that 
the matter could be remedied by devices for 
adjusting the consumption-accumulation 
tendencies of the population; there could be 
governmental measures to increase con- 
sumption. Indeed such policies may be ap- 
plicable on any other theory that has at 
some point in it an insufficiency of effective 
demand for consumption goods or for in- 
vestment goods or for both. But Sweezy 
believes that he has proved that ‘“‘no amount 
of tampering with the monetary system can 
be expected to do away with capitalist 
crises” (p. 145). 

In a chapter on the controversy about 
the nature of capitalist breakdown, Sweezy 
recovers some of his critical faculties and 
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analyzes some of the more ridiculous Marx- 
ian theories according to which there will be 
a breakdown of the capitalist system some- 
what on the principle of the ‘“one-hoss 
shay” as the inevitable result of an excess, 
or, according to some, a deficiency, of sur- 
plus value. But in the following chapter on 
“Chronic Depression,” where a number of 
circumstances that might tend to offset the 
underconsumption tendencies are examined, 
his Marxist orthodoxy once more achieves 
the upper hand over his powers of analysis. 
There is here a serious misinterpretation of 
what Adam Smith meant by “unproductive 
labour.” Adam Smith .wanted to distin- 
guish between the stock of productive 
equipment which might contribute to the 
wealth of nations and the production of 
nonmaterial services, which could not be 
stored and could only be currently con- 
sumed. In spite of Adam Smith’s pains to 
indicate that unproductive labor could be 
of the highest utility and of the utmost im- 
portance, he has frequently been misunder- 
stood—but rarely by economists of Sweezy’s 


proficiency. Sweezy wishes to consider ele- 
ments in the population, other than capital- 
ists and workers, who consume without 
producing, and in his eagerness to fill this 


category he has illegitimately drafted 
Smith’s “unproductive labourers” who do 
not belong there. 

In this chapter Sweezy begins to touch 
on the important conclusion of the book as 
a whole, beginning with a recognition that 
there is, after all, nothing illogical in the 
idea of the state’s coming in to maintain 
effective demand and so preventing the 
“inevitable” capitalist crisis, only that it is 
illegitimate to assume that the state can in 
fact ever be expected to do this. 

From here on the rest of the book is poli- 
tics rather than economics, and, while the 
ground is no firmer than in the economic 
sections, it may seem to be so by reason of 
its being more naturally compared with 
other and not more firmly based political 
arguments instead of with the relatively 
more rigid analyses that one finds in eco- 
nomic discussions. 

Sweezy argues as if the state could take 


measures to maintain effective demand only 
if it ceased to have any regard for the in- 
terests of capitalists and were concerned 
only for improving the welfare of the unem- 
ployed at the expense of the capitalists. One 
does not need to accept the dogtha that the 
state is nothing but the executive committee 
of the capitalist class and is never influenced 
by considerations of the interests of the 
workers (except to bribe them just enough 
to keep them from carrying out the social 
revolution) to be able to agree with Sweezy 
that the government is not likely to disre- 
gard the interests of the capitalists. But 
why on earth must it be supposed that the 
maintenance of economic prosperity by 
government fiscal measures is so contrary 
to the interests of the capitalists? Sweezy 
suggests that the capitalists would object 
to government fiscal measures to maintain 
the required demand for consumption goods 
because they have an overpowering urge to 
save (accumulate) without regard to the 
consequences. Is it only in depressions that 
capitalists can indulge in their passion for 
accumulation, or do they not rather find 
that they accumulate much more in time of 
prosperity? It is true that the maintenance 
of prosperity (if it is brought about by in- 
creasing consumption rather than by in- 
creasing investment) will mean that the 
proportion of the national income that is 
invested—taking the economy as a whole— 
is less than would have taken place in a 
state of full employment if such could have 
occurred without the government’s support 
of consumption. But there is no doubt that 
the absolute amount of investment will be 
greater than if the government had per- 
mitted a depression to come about. Indeed, 
if the government financed its subsidy of 
consumption by the issue of loans, the capi- 
talists would be able to accumulate as much 
as in the happy state of prosperity without 
government interference, since accumula- 
tion which is unable to find opportunities 
for real investment can be absorbed in the 
accumulation of government bonds—quite 
a desirable form of accumulation from the 
point of view of the capitalists. 
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Sweezy, having ruled out the possibility 
of government helping to prevent depres- 
sions by deficit financing, does, however, 
permit the government to help by engaging 
in imperialist ventures, so as to give its 
capitalists greater opportunities for invest- 
ment in areas protected from the competi- 
tion of the capitalists of other imperialist 
nations. There is very much in his treat- 
ment of imperialism that is valid and true 
of the behavior of the great powers in the 
recent past and may be of some relevance in 
the near future. 

Much less satisfactory is the treatment 
of fascism. In fascism Sweezy sees not the 
negation of all progressive liberal tendencies 
but merely a rather unpleasant instrument 
that the capitalists utilize and continue to 
control as the only way of maintaining their 
relationship to the instruments of produc- 
tion. Following the same legalistic double- 
talk as Franz Neuman in his Behemoth, 
he concludes that fascism is capitalistic be- 
cause the employer hires the worker only 
during his working hours, and so does not 
own labor, but only labor power from which 
he extracts surplus value. From this it is de- 
duced that the same inevitable contradic- 
tions of democratic capitalism also exist in 
Fascist capitalism, with the same inevitable 
breakdown. Sweezy may feel a little uncer- 
tain about the cogency of this elaboration, 
and so he falls back on much more convinc- 
ing political arguments for expecting vic- 
torious Fascist countries to prepare for more 
wars rather than to concentrate on keeping 
full production by raising the standard of 
living of the population. But apart from the 
preference of Fascist leaders for glory above 
prosperity, there remains only a Marxist 
dogma, or perhaps only Sweezy’s interpre- 
tation of a Marxist dogma, to prevent 
Fascists from taking the necessary fiscal 
measures to prevent depressions. 

_ Parallel to the conclusions that fascism 
is capitalism and retains capitalism’s funda- 
mental “contradictions”? is the uncritical 


*Perhaps one of the great attractions of the 
Marxian system of analysis is the ease with which 
almost any inconsistency one discovers in one’s 
argument can be airily passed off as one of the con- 
tradictions of capitalism. 


acceptance of the Soviet Union as authenti- 
cally socialist because it has put an end to 
private property. It is here that the identi- 
fication of private property with exploita- 
tion enables the author to assume that all 
the problems he is discussing are instantane- 
ously ended and to draw a picture in which 
possibilities of aggression come only from 
the capitalist part of the world, which is in 
fact driven to aggression because it cannot, 
according to Sweezy, use any other means, 
such as deficit financing, to insure domestic 
prosperity. 

It is true that capitalists, just like Marx- 
ists, are strongly attached to the dogmas 
they absorb and are likely to accept new 
devices like deficit financing only after con- 
siderable pressure is applied. The obsti- 
nacy of capitalists in this regard does to 
some extent appear to make them behave 
like the creatures bent on self-destruction 
that Sweezy talks about. But there do seem 
to be some signs of slow learning, as, for ex- 
ample, in the British White Paper, and even 
in the statements of the Committee for 
Economic Development, that deficit financ- 
ing or other government measures for main- 
taining prosperity are preferable to permit- 
ting depressions to destroy their world, so 
that one cannot be as certain as Sweezy is 
that the capitalist world will oblige him by 
committing wholesale suicide. 

This review has so far been almost en- 
tirely derogatory, and perhaps even hostile, 
yet there can hardly be any doubt that 
Sweezy is right in saying that Marxian 
ideas are treated far too slightly and too 
cavalierly by economists, and it is also true 
that Sweezy’s book is the most satisfactory 
account of Marxian thought that exists in 
the English language, not excluding the 
translations of Marx himself. This is be- 
cause Sweezy is almost unique among 
writers on Marx in understanding bourgeois 
economics, and, although his enthusiasm 
for Marxism as the only truth fills his book 
with errors that economists who know him 
and his previous work find quite staggering, 
he has not been able to forget all his eco- 
nomic training and is able to state the vari- 
ous ideas with a clarity that is quite un- 
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precedented in the field. Perhaps it is this 
very clarity that makes his own lapses 
stand out so clearly. With all these errors, 
and perhaps in spite of them, it can be 
a valuable book for students who are able, 
perhaps with some help, to see for them- 
selves the dangers of too great a passion for 
a set of dogmas. 

Quite different from Sweezy’s study is 
Joan Robinson’s little book, which, while 
extremely sympathetic to Marx and written 
in a mood of bitter dissatisfaction with mod- 
ern economic theory, still retains her mag- 
nificent critical faculties and in many ways 
can be used as an antidote to Sweezy’s ex- 
cesses. 

Mrs. Robinson’s book is much more 
limited, being essentially a commentary on 
the three volumes of Das Kapital with hard- 
ly any reference to other Marxist writings, 
while Sweezy’s work is rich in its treatment 
of the great school of Marxist thought. 
Yet Mrs. Robinson’s book is much more 
thorough in a very much smaller compass 
in elucidating the significance and the posi- 
tive elements of the Marxian approach to 
economic problems. Her characteristic sim- 
plicity, which will no doubt be regarded as 
crudity by the ponderous Hegelian mystics 
that form so large a proportion of the stu- 
dents and admirers of Marx, permits her to 
point out in a few simple sentences in her 
Introduction the essential distinguishing 
features of Marx’s approach. With charac- 
teristic forthrightness she proceeds to treat 
Marx “as a serious thinker,” not as “an in- 
spired prophet.” Right at the beginning she 
clears up Marx’s confusion between stocks 
and flows in his treatment of the organic 
composition of capital, defining it not as 
c/v(the ratio of constant to variable capital), 
which is Marx’s definition, but as the capi- 
tal per man employed. She approaches the 
labor theory of value by starting at the 
third volume of Capiial, where “common 
sense triumphs over mysticism” (p. 18 n.) 
and comes to the conclusion that “none of 
the ideas which he [Marx] expresses in 
terms of the concept of value cannot be bet- 
ter expressed without it” (p. 24). 


She points out that it was a mistake to 
suppose that making calculations in terms 
of value as distinct from price would solve 
the problem of measuring real output (ex- 
cept for short-period purposes) and that 
Keynes fell into the same error in supposing 
that his use of the wage unit was connected 
with the idea that labor is the sole factor of 
production. 

She shows that there is no warrant for 
Marx’s assumption that there is a tendency 
toward a uniform rate of exploitation in all 
industries (p. 18) and that “there is no rea- 
son why the rate of exploitation should be 
treated as either logically or historically 
prior to the rate of profit” (p. 19). Because 
of her uninhibited dealings with Marx’s 
verbal obfuscations, she is able to state very 
clearly and succinctly what is of importance 
in what Marx had to say. In connection 
with the labor theory of value she makes it 
clear that the real issue is the division of the 
product between worker and capitalists, 
taking great pains to show that the classical 
economists, no less than Marx, used emo- 
tionally charged words to defend the capi- 
talists’ share, just as Marx uses them to at- 
tack it. 

In similar fashion Mrs. Robinson treats 
of Marx’s long-period theory of employ- 
ment and its inadequacies which, however, 
are no greater than those in the classical or 
modern economic theories. A study of the 
law of falling rate of profit shows how Marx 
is bedeviled by an erratic allegiance to 
Say’s law so that his theory of falling rate 
of profits “explains nothing at all” (p. 49) 
because he tried to do it without a theory of 
effective demand. The orthodox theory of 
profit is found by Mrs. Robinson to be just 
as unsatisfactory, since its “notion of a defi- 
nite supply price of capital... . disin- 
tegratés upon examination,” and “we are 
left with nothing but Marx’s notion that 
capital is accumulated and maintained be 
cause it is in the nature of capital to ac 
cumulate”’ (p. 73). 

Further chapters deal with the “(General 
Theory of Employment,” in which some 
foreshadowings of the Keynesian solution 
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are found in various parts of the Marxian 
collection of theories, with imperfect com- 
petition, and with real and money wage 
rates, where Marx is found to be siding with 
classical economists against the modern 
view. 

In aconcluding short chapter on dynamic 
analysis, and indeed throughout Mrs. 
Robinson’s book, there is shown a deep dis- 
satisfaction with the state of modern eco- 
nomics in spite of its great advances in re- 
cent years, and it is only in comparison with 
this that good words are found for the 
Marxian system. Mrs. Robinson is so severe 
in her strictures on modern economic theory 
because she is considering it as an attempt 
to explain how the economy has in fact 
been operating. In this it has not been very 
successful. But this is not really what mod- 
ern economics has been trying to do, except 
perhaps for the institutionalists. 

What modern theory has done, perhaps 
without intending to do so originally, is to 
investigate how an economy should be or- 
ganized if it is to serve most effectively the 
tasks of producing the goods demanded by 
the consumers and of producing them in the 
most efficient manner. This is why the re- 
sults of bourgeois economics are useful, not 
so much for describing the capitalists econ- 
omy as for providing principles on which to 
Tun an economy organized in the general 
social interest (whether we call it socialist 
or not). The remoteness of a great part of 
economic theory from reality is nothing but 
a reflection of the remoteness of our existing 
economy from such an ideal state of affairs. 
Viewing economic science not as a study of 
the actual operation of the economy but as 
a study of how the economy should be run 
in the social interest would make her feel a 
little better, since she has contributed sig- 
nificantly to this herself in her development 
of the theory of imperfect competition. 
What is even more surprising than that 


bourgeois economics should be about “so- 
cialism” is that Marxist economics has 
nothing whatever to say about the socialist 
economy. This is emphasized in Mrs. Rob- 
inson’s appendix to the chapter on the labor 
theory of value, where she shows, perhaps a 
little too briefly, how wrong it is to suppose 
that values would be of value as a guide to 
the economic ordering of a socialist society. 
For myself, I am no more depressed by 
the failure of economic theory to explain 
the actual division of the spoils in a capital- 
ist society than by its failure to have an ade- 
quate theory to “explain” the business cycle 
in the sense of permitting us to predict the 
course of business cycles in the future. On 
the contrary, I would be very much de- 
pressed by the development of a theory on 
classical lines which did either of these 
things. For that would mean that the dis- 
tribution of income between the different 
classes as well as the course of the business 
cycle are determined by causes outside our 
control. It is more reasonable, as well as 
more encouraging, to believe that we can 
control these matters—that by taking ap- 
propriate measures we can eliminate busi- 
ness cycles and influence the distribution of 
income and wealth between the different 
elements in our society. It is therefore not 
entirely an accident that the developments 
in modern economic theory should be di- 
rected to the things we can do something 
about so as to enable us, instead of explain- 
ing business cycles, to take the measures 
that will avoid them, and instead of learning 
the secrets of the inscrutable gods to take 
measures for improving our society and its 
distribution of income and wealth in ac- 
cordance with our notions of fairness and 
justice. Was it not Marx himself who said 
that the task is “not to understand the 
world but to change it’’? 
GRADUATE FACULTY OF POLITICAL AND 
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The Theory of Prices: A Re-examination of the 
Central Problems of Monetary Theory, Vol. 
II. By ArtHur W. Marcet. New York: 
Prentice-Hall, Inc., 1942. Pp. xxv+8o2. 
$6.00. 


Most great economists have also done more 
or less incidental damage to the science, varying 
in seriousness from Ricardo’s subsistence law of 
wages and Senior’s abstinence theory to pec- 
cadilloes such as Marshall’s representative firm. 
To this generalization Keynes is no exception. 
Indeed, for all his notable accomplishment in 
persuading people that if we neither consume 
nor invest, output and employment must de- 
cline, he has also richly endowed economics 
with net subtractions from the sum of human 
knowledge. These range from the atrocity of 
lumping his immediate predecessors with “classi- 
cal economists” of a century earlier, so far as 
concerns the problem of maintaining economic 
activity at a high level, to the foible of “own” 
rates of interest. The refutation of the errors of 
great economists is important because they are 
propagated by great economists. There is an- 
other corrolary to which the reviewer will return 
in a concluding paragraph. 

Marget’s second volume, like the first, is cast 
into the form of a polemic against Keynes. Part 
I, in answer to Keynes’s charge that economists 
have failed to integrate the theory of money 
with the theory of value, traces through the 
treatment of money at the hands of the chief 
figures in the literature from Aristotle to con- 
temporaries such as Fisher, Schumpeter, and 
Hawtrey. Generally speaking, these writers 
made a genuine effort to articulate their analy- 
sis of the monetary mechanism with their treat- 
ments of value. The method varied, accord- 
ing to the mode of the times, from the labor 
cost, or, later, the resource cost of producing 
gold, to the cash-balance analysis at first with- 
out and later with a unifying marginal principle, 
to a sophisticated analysis of money expendi- 
ture and the flow of income. All this, as Marget 
shows with scholarly thoroughness, was brought 
to an advanced state prior to the General Theory. 
So far as concerns money holdings (cash 
balances), he emphasizes that the book adds no 
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single factor not already well treated earlier 
and that it represents a retrogression in limiting 
speculative hoards to one economic risk only— 
the possibility of a rise of interest rates—to say 
nothing of the obscurantism in the identification 
of saving with hoarding and the alleged impos- 
sibility of all persons’ hoarding at the same time. 

Part IT is directed toward a rectifying of two 
errors of the General Theory: (1) Keynes’s im- 
plication that general equilibrium and output 
analysis can dispense with the kind of reasoning 
involved in quantity equations of the MV = 
PT or income type; and (2), after taxing econo- 
mists generally with making inadequate use of 
Marshallian elasticity of demand in the theory of 
money and general equilibrium, Keynes himself 
scarcely utilizes the concept. 

The reviewer agrees with the author com- 
pletely that monetary theory and the analysis 
of the flow of money and total effective demand 
would suffer through the elimination of the 
quantity equation analysis. Thus the multiplier, 
which is the Keynesian substitute for velocity, 
runs exclusively in terms of the disposition of 
income and, in contrast with the cash-balance 
approach, offers no relevant point for consider- 
ing the present liquidity situation. Keynes, of 
course, makes use of demand elasticity for 
money, but as an explanation of interest rates. 
Its relevance to what he calls the “price of the 
wage unit” is not emphasized. Either it is a 
shabby version of conventional cash-balance 
analysis or it is what he specifically rejects as 
superfluous. Even more important is his general 
lack of concern regarding the determination of 
price of the wage unit itself (the absolute height 
of prices), despite the fact, which Marget re- 
peatedly emphasizes, that the money aggre- 
gates such as saving, investment, consumption 
and output, as well as the partial equilibriums 
throughout the system, are functionally de- 
pendent upon the wage unit in important ways. 

Marget also castigates Keynes for neglecting 
specific Marshallian demand elasticities of par- 
ticular goods and services in the determination 
of output as a whole. In the opinion of the re- 
viewer, the war experience has borne out Mar- 
get’s criticism in a dramatic way. True, part of 
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the story has depended upon such aggregates as 
total spending, saving, and consumption. But 
all these and our entire production record have 
been conditioned at every turn by the demand 
(and supply) conditions for particular goods, 
which nowhere appear in the so-called General 
Theory. With what else have'priorities rationing, 
manpower allocations, price ceilings, and the 
like been concerned? The theory has not proved 
adequate for a full-employment economy, but 
its “generality” even for less-than-full employ- 
ment is similarly limited. 

In the two concluding chapters of Part II, 
entitled “Corollaries and Vistas,” Marget brings 
his scholarly erudition and practical sagacity to 
bear on a number of methodological issues. He 
shows convincingly to what degree a number of 
supposed contrasts or incompatibilities are over- 
worked or capable of profitable synthesis: par- 
tial and general equilibrium, equilibrium and 
process analysis, partial equilibrium and entre- 
preneur expectations, static and dynamic, “me- 
chanical” and otherwise, microeconomic and 
macroeconomic, statistical and theoretical, in- 
stitutional and traditional. These unifying and 
orienting chapters are also illuminated by a host 
of quite specific theoretical points, such as the 
exposure of the Keynesian fallacy in identifying 
money incomes and costs of production (p. 445; 
cf. p. 7or); and the demonstration that if there 
exists a tendency toward equilibrium in the sys- 
tem as a whole, it is feeble compared to the 
forces making for partial equilibrium. 

Part III develops a series of seventeen propo- 
sitions regarding the interdependence of Mar- 
shallian supply elasticities, the flow of money 
payments, and general equilibrium. It forms a 
logically necessary counterpart to the twenty- 
two propositions concerning demand, and its 
general import can be inferred from the earlier 
argument. 

It will have been observed that the elastici- 
ties of demand and supply which Marget util- 
izes as the foundation of his general theory of 
money and value are the partial equilibrium, ex 
ante type of Marshall and neoclassical theory. 
Keynes, on the other hand, employs the concept 
of “elasticity” in the sharply contrasting sense 
of ex post relations of large aggregates. In Part 
IV, Marget argues that the change results in 
virtually no substantive gains for the theory of 
money and prices. Applied to such balances, it 
engendered unfamiliar names and a somewhat 
imperfect formulation of the well-known cash- 
balance analysis. Applied to such an all-inclu- 


sive magnitude as “effective demand” for all 
output, it is simply a mathematical method of 
referring changes in one aggregate to changes in 
another (correlation and extrapolation), with a 
complete loss of the significance as to motiva- 
tion incorporated in ex ante partial equilibrium 
elasticities. 

In conclusion, the reviewer would revert to a 
corollary, left in suspense from the outset, con- 
cerning the errors of great economists. There is 
such a thing as an economics of economics. 
Limited human effort of a scientific sort has to 
be applied economically to unlimited needs for 
exploration and analysis. Some of Keynes’s 
sniping on received doctrine requires only to be 
ignored. A 12,000-pound “earthquake” bomb 
will, indeed, destroy the sniper; but if he refuses 
to notice that he is dead, he may become con- 
ceited—and the procedure rapidly uses up am- 
munition. This applies in my judgment to two 
portions of the present book: the extended refu- 
tations of Keynes’s pretense at being the first to 
synthesize the theories of money and of value, 
and his pretense at being able to dispense with 
quantity equation reasoning. The first is suffi- 
ciently refuted by the history of economic doc- 
trines; and this will be ignored in all events by 
zealous Keynesians. The second is refuted by 
internal evidence within the General Theory 
(the Z, and L, analyses and the chapter on “The 
Theory of Prices”) and is scarcely a cardinal 
point in Keynes’s system. Monetary theory, as 
something addilional to partial equilibrium 
analysis, is not seriously jeopardized by Keynes’s 
occasional passes. 

The same cannot be said of Keynes’s cavalier 
treatment of partial equilibrium elasticities of 
supply and demand, for a whole generation of 
younger economists has come up believing that 
the story is told concerning aggregate output 
and employment by dealing only with total in- 
come, saving, consumption, and the like. As re- 
marked before, under the full employment of 
the war, the General Theory has had little to con- 
tribute because it does not analyze the connec- 
tion of partial equilibriums and total output. 

All this does not argue that Marget should 
not have written an 800-page book (1,600 pages, 
if printed throughout in standard type). But a 
trenchant journal article would have done more 
good in preventing the propagation of Keynesi- 
an errors; and there should have been two books: 
a history of monetary and value theory without 
an ad hominem orientation and a systematic 
statement of Marget’s positive theories. 
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The present belated review at least offers to 
the writer the advantage of a certain perspec- 
tive through renewing acquaintance with a vol- 
ume studied two years earlier. This perspective 
intensifies the conviction that, beyond his ex- 
uberant scholarship and industry, Marget offers 
us penetrating thought, sound judgment, and a 
method more complete than Keynes’s for articu- 
lating partial and general equilibrium analysis 
and monetary theory. 

Howarp S. ELLis 
Board of Governors 
Federal Reserve System 
Washington, D.C. 


Governmental Adjustment of Labor Disputes. By 
Howarp S. KALTENBORN. Chicago: Foun- 
dation Press, Inc., 1943. Pp. xiv-+327. $3.50. 


The author, impressed with the increasing 
role of the government in the settlement of la- 
bor disputes, has sought to describe and ap- 
praise each of the major agencies engaged in 
this activity. The organization of the volume is 
patterned to describe in succession the experi- 
ence of each of the major agencies. After an in- 
troductory chapter, attention is directed to the 
United States Conciliation Service, machinery 
for the settlement of disputes in the railroad in- 
dustry, the Maritime Labor Board, the Na- 
tional Defense Mediation Board, the National 
War Labor Board, state agencies for the settle- 
ment of disputes, and local governmental agen- 
cies devoted to this purpose. A final chapter out- 
lines what the author considers to be major 
problems in the mediation of labor disputes and 
summarizes his recommendations for changes 
in the organization and procedure of existing 
agencies. There are two appendixes, one of 
which provides abstracts of state and territorial 
laws concerning the adjustment of labor dis- 
putes, while the other represents a draft bill to 
create a United States mediation board. A final 
section provides a selected bibliography on gov- 
ernmental action in the handling of labor dis- 
putes. 

The author has undertaken an impressive 
assignment. The accurate description of all the 
wide range of governmental agencies which have 
been provided to control labor disputes is, in 
itself, a major project. To this the author has 
added an ambitious attempt to appraise the 
effectiveness of each of these agencies and to 
discover the reasons for each of their shortcom- 


ings. As might be expected, he has been con- 
siderably more successful in the first and less 
difficult of these objectives than in the second. 
In general, the description of the various agen- 
cies and the historical statement of their experi- 
ences, accomplishments, and shortcomings is 
well done and represents a valuable addition to 
the literature of this field. Because the long- 
term trend toward increased governmental ac- 
tivity designed to control the effects of labor 
disputes is likely to continue, the volume is 
timely and should be useful to all who wish to 
understand the background of experience in 
this field. 

Appraisal of the accomplishments of the vari- 
ous agencies is, as might be expected, less satis- 
factory. Some of his conclusions as to the quali- 
ty and quantity of their achievements will be 
questioned, as will his suggestions and recom- 
mendations. He indicates, for instance, that the 
National Mediation Board in the railroad in- 
dustry has been outstandingly successful. He 
describes it as the best contemporary example 
of a successful mediation agency and gives little 
attention to some of the means by which it has 
achieved peace and settled disputes. Similarly, 
discussion of the function and accomplishments 
of the National War Labor Board shows a gen- 
erous admixture of optimism and charity, to- 
gether with little appreciation of the basic eco- 
nomic conflict between wage stabilization and 
employment stabilization. 

There is a tendency to include a surplus of 
historical minutiae and detail which detracts 
from the orderly progression of the author’s de- 
velopment of his subject. 

All in all, however, the book is well worth 
while and represents a distinct contribution to 
a field in which there have been few up-to-date 
additions. 

DALE YODER 
Regional War Labor Board 
Chicago 


Workmen’s Compensation in North Carolina, 
1929-1940. By J. Maynarp Keecu. Dur- 
ham, N.C.: Duke University Press, 1942. 
Pp. ix+198. $3.00. 

This work is an important addition to the 
growing list of books describing the develop 
ment of workmen’s compensation in particular 
states. The North Carolina Act was adopted in 
1929, nearly twenty years after the first wave 
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of lasting state legislation in this field. As in 
most of the South Atlantic states, there was 
considerable resistance to workmen’s compen- 
sation legislation. Of the South Atlantic states, 
Virginia in 1918 and Georgia in 1921 had en- 
acted such laws before North Carolina. Federal 
employees residing in the state had been covered 
since 1908; and, when longshoremen were cov- 
ered by a federal law in 1927, opposition to 
workmen’s compensation in the state weakened. 

Earlier efforts to secure this legislation, as 
well as the final struggle, are set forth in con- 
siderable detail and with keen insight. Keech 
interests himself not only in issues but also in 
the motives of the participants. Here he shows 
proper caution, reaching no conclusions without 
supporting evidence. Subsequent legislative 
history, including important amendments in 
1931, 1933, and 1935, is also adequately treated. 
The material on constitutionality and judicial 
interpretation and the chapter on administra- 
tion are-excellent. In the chapter on insurance, 
he proceeds warily in general, notwithstanding 
the numerous complications. 

Keech offers a very useful treatment of ac- 
cident prevention work by the compensation 
authorities. The material on reporting proce- 
dure and safety activities is especially well 
chosen and well presented. The successful out- 
come of the safety contests sponsored jointly 
by the Industrial Commission and the state’s 
Cotton Manufacturers’ Association confirms 
the indications of similar efforts in other states. 

The book could have been improved by de- 
voting additional space to evaluation of the 
North Carolina benefit scale. Although Keech 
covers in unnecessary detail matters such as the 
evolution of the compensation principle, the 
benefit scale appears only in an appendix, and 
no detailed analysis of it is attempted. This is 
unfortunate, for such a scale is an important 
test of the adequacy of legislative labor stand- 
ards in any state. 

The handling of statistical materials is the 
most serious shortcoming of the book. The 
tables are not always carefully titled, do not 
always acknowledge sources, and are often in- 
adequately discussed in the text. From a com- 
parson of the distribution of injuries in North 
Carolina with those in the American Accident 
Table, Keech deduces that accidents in the 
state are of greater-than-average severity. This 
may be true, but such a comparison falls far 
short of demonstration. While treating sympa- 
thetically the Heinrich cause code, he follows 


the outmoded procedure of labeling as nonme- 
chanical all accidents except machine accidents. 
The Heinrich code assigns separate digits to 
mechanical and personal causes, and tests have 
repeatedly shown that most accidents have 
both a mechanical and a personal cause. 

The method of estimating the number cov- 
ered by the law is also statistically unsound. 
Although the census classification, ““Manufac- 
turing and Mechanical,” includes building 
trades as well as factory occupations, Keech 
assumes that only factory wage-earners are cov- 
ered. The exclusion of domestics is represented 
by subtracting all those listed in the census as 
engaged in domestic and personal service. The 
reviewer is convinced that personal service 
workers, such as employees of large hotels and 
restaurants, are covered. These and similar in- 
cautious subtractions (all engaged in clerical 
and professional pursuits) result in a substantial 
underestimate of the applicable scope of the 
law. 

But, notwithstanding these flaws, this book 
deserves commendation and fills an important 
need. Patient research and care in writing are 
evident throughout. Accordingly, the study 
leads to a series of recommendations that should 
receive the careful consideration of the people 
of North Carolina and their representatives. 


Artuur H. REEDE 
Pennsylvania State College 
(On leave; overseas) 


Soviet Planning and Labor in Peace and War. 
By Maurice Doss. New York: Interna- 
tional Publishers Co., Inc., 1943. Pp. 124. 
$1.00. 


Soviet Economy and the War. By MAURICE 
Doss. New York: International Publishers 
Co., Inc., 1943. Pp. 95. $1.00. 


Maurice Dobb is one of those rare left-wing 
economists whose socialist leanings do not pre- 
vent him from writing about the Soviet Union 
in an intelligent, informative, and, with some 
reservations, detached manner. Unlike his 
Russian Economic Development since the Revolu- 
tion published in 1928, which remains one of 
the best studies on the earlier period of the 
Soviet experiment, the two short volumes under 
review are not likely to win a permanent place 
in economic literature. Soviet Economy and the 
War, “a hasty product of the present emer- 
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gency” according to its author, “does not claim 
to do more than to collate material that is fa- 
miliar enough to those who have made any 
study of the subject in recent years, and to do 
so with a minimum of comment and theoretical 
generalization. It attempts no novel judgments 
on the working of Soviet economy; it is fruit 
of no special research into new data.” Although 
these observations apply equally to Soviet Plan- 
ning and Labor in Peace and War, the two vol- 
umes succeed in presenting a comprehensive, 
if somewhat one-sided and sketchy, picture of 
Soviet planning, finance, agriculture, labor and 
wage policies, as well as a tentative estimate of 
the effects of the war upon Soviet economy. 

Dobb’s remarkably compact narrative bears 
evidence of a thorough command of the intrica- 
cies of Soviet economics. It is all the more re- 
grettable, therefore, that his socialist orthodoxy 
leads him occasionally into making statements 
which, in the reviewer’s opinion, are misleading 
and in contradiction to easily ascertainable 
facts. For instance, the author’s in some respects 
illuminating discussion of the turnover tax is 
marred by the injudicious assertion that under 
the first and, to a lesser degree, the second Five- 
Year Plan this tax “was a means of insuring 
that the bulk of the price rise should be con- 
centrated on luxuries and non-essentials and 
as little as possible on ne¢essities” (Soviet Plan- 
ning and Labor in Peace and War, p. 58). It is 
difficult to believe that Dobb is not aware that 
some of the highest rates of the turnover tax 
were levied on articles of general consumption, 
including foodstuffs, and that agricultural pro- 
duce provided the bulk of the huge yield of this 
tax. Just as unwarranted is the statement that 
the so-called Stakhanov movement “arose 
from the initiative of the individual workers” 
(ibid., p. 66). Even a cursory examination of 
Soviet labor legislation, decisions of party and 
state organs, resolutions of the trade-unions, 
and the daily press leaves no doubt that the 
drive for rationalization and higher efficiency 
associated with the name of Stakhanov was 
from the very beginning vigorously promoted 
by all the means at the disposal of the Soviet 
state. 

No less regrettable are some of Dobb’s omis- 
sions. He indulges, for instance (Soviet Economy 
and the War, pp. 37-42), in a friendly argument 
with Colin Clark, author of the suggestive if 
inconclusive Critique of Russian Statistics, but 
makes no reference to the highly unsatisfactory 
state of Soviet data which so many students of 


Russian economics have rightly deplored and 
which is primarily responsible for Clark’s al- 
legedly erroneous interpretations. The frequent 
use by Dobb of the terms “probably” and “pre- 
sumably” would seem to indicate that he is not 
entirely unaware of the inadequacy of Soviet 
statistics which introduces so large an element 
of uncertainty in any attempt to appraise ob- 
jectively the working of the Soviet system. 


MICHAEL T. FLorinsxy 
Columbia University 


Production, Jobs and Taxes: Postwar Revision of 
the Federal Tax System To Help Achieve High- 
er Production and More Jobs. By HAROLD M. 
Groves. (A research study of the Committee 
for Economic Development.) New York: 
McGraw-Hill Book Co., Inc., 1944. Pp. xv+ 
116. $1.25. 


In a brief compass, Professor Groves has set 
forth a comprehensive program of tax reforms 
and changes designed to promote investment in 
new and expanded production as a means of ob- 
taining a high level of national income and em- 
ployment after the war. The principal features 
of the program are the elimination of taxes on 
corporations as entities with a separate ability 
to pay, the correction of many of the “heads I 
win, tails you lose” features of the income tax, 
full taxation of capital gains, tightening of suc- 
cession taxes, and the elimination of excises 
other than liquor and tobacco. There is also a 
brief discussion of general postwar fiscal prob- 
lems. 

Over a third of the book is devoted to corpo- 
ration taxes. After examining various proposals, 
a compromise is proposed along the lines of the 
British system, whereby dividends are to be 
exempt from normal tax while the corporation 
income tax, at a rate equal to that of the normal 
tax, is to be merely a collection at source of the 
normal tax on dividends and the normal tax on 
retained earnings. Exempt stockholders may be 
paid a refund of the tax withheld. It is sug- 
gested that the tax on the reinvested earnings 
of small corporations be waived and that an ad- 
justment be made in computing the tax on capl- 
tal gains attributed to reinvested earnings for 
the normal tax already paid on such earnings at 
the source. The withheld tax is to be included 
in the surtax base. 

To minimize the tendency of the present tax 
system to cut the government in on a healthy 
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slice of any profits but to throw the entire bur- 
den of losses on the taxpayer, Groves urges the 
elimination of the excess profits tax, the exten- 
sion of the carry-forward of losses to six years, 
more freedom in the determination of deprecia- 
tion and obsolescence allowances, and a simpli- 
fied form of averaging irregular incomes in 
which the taxpayer will be allowed to claim a 
refund if his tax computed on his average in- 
come for a period of five or ten years is less than 
the tax actually paid by 5 or ro per cent. 

For the individual income tax, Groves favors 
a broad base with fairly low exemptions, a fairly 
high initial rate, the immediate elimination of 
all tax-exempt interest with possible compensa- 
tion to the states, an administration more vigor- 
ous and less partial to the revenue, and modera- 
tion of the extreme top surtax rates. Capital 
gains and losses are to be treated the same as 
any other income or deduction item, including 
accrued capital gain or loss at the time of trans- 
fer by gift or bequest. 

The chief suggestions for the succession taxes 
are the “integrating” of the estate and gift taxes, 
lowering the exemptions, and introducing in- 
heritance tax features. 

The relatively trivial reduction in top surtax 
rates together with the elimination of business 
taxes and the more liberal treatment of business 
incomes has been sufficient to lead some with 
more zeal than discernment to charge Groves 
with desertion from the liberal cause. However, 
the proposed closing of loopholes and elimina- 
tion of excises result in a far greater increase in 
real progression than any top-bracket rate in- 
creases applying only to the inept at avoid- 
ance, while to advocate continuing the many 
tax harassments of business indicates a desire 
to destroy rather than to reform the “free enter- 
prise” system, and by fair means or foul. 

In covering such a wide range in a short 
volume, it is perhaps inevitable that some phases 
would be skimmed over a bit lightly. More 
might have been said about the valuation difficul- 
ties in an inheritance tax and the tendency of 
the present form of estate tax to encourage 
fiduciary investment and so further reduce the 
supply of risk capital. Compensating the states 
rather than individuals for the fall in market 
values resulting from the taxation of formerly 
exempt interest seems rather odd, and the ad- 
justment of capital gains for the proposed cor- 
poration income tax seems an entirely unneces- 
sary complication, as approximately the same 
distribution of the burden would occur auto- 


matically through capitalization of the tax. 
And no concern is expressed about the post- 
ponement of income and tax resulting from too 
rapid depreciation, in contrast to the extensive 
discussion of that resulting from reinvestment 
of earnings. The book is thus not an exhaustive 
treatise; rather, it is a very useful and concise 
agenda for progressive postwar fiscal policy. 


WILLIAM VICKREY 
Mount Weather, Virginia 


Banking and Monetary Statistics. By BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE 
System. Washington, 1943. Pp. xvi+9709. 
$1.50. 


Inasmuch as Banking and Monetary Statis- 
lics is a collection of statistics and not an analy- 
tical study, this review will be primarily de- 
scriptive rather than critical. The volume, con- 
sisting of nearly a thousand oversized pages 
compiled by the Board of Governors of the 
Federal Reserve System, is one of the most use- 
ful compendiums of economic statistics ever 
assembled. In the words of the Preface, the 
volume was published “for the purpose of mak- 
ing available in one place and on a uniform 
basis statistics of banking, monetary, and other 
financial developments. Most of these statistics 
were collected by governmental authorities as 
an incident of their supervisory responsibilities 
over financial institutions or are records of gov- 
ernmental operations; others, particularly those 
relating to security markets, were gathered 
chiefly by private agencies.” 

The statistics presented include most of the 
financial series for which current data are pub- 
lished in the Federal Reserve Bulletin and, in 
addition, other series of historical interest not 
reported in the Bulletin. The term “financial 
statistics” is broadly defined to include data on __ 
government debt, Treasury receipts and ex- 
penditures, United States government corpora- 
tions and credit agencies, and the security mar- 
kets as well as extensive banking and currency 
data. For the most part the statistics cover the 
period from 1914, when the Federal Reserve 
System was established, through December, 
1941. Some series, however, are given for a long- 
er period. For example, data on the condition of 
national banks begin with 1863, and the series 
on bank suspensions extends back to 1892. 

One of the most useful features of the vol- 











94 BOOK REVIEWS 


ume is the introductory text which precedes 
each section of statistics. These introductions 
“give some indication of the purpose of the 
data, the sources of the figures, the history and 
methods of their compilation, and other facts 
which will guide the reader in the use of the 
figures.”” This information will be of great as- 
sistance to all research workers in the field and 
will be invaluable to those who are in need of 
statistics in fields with which they are not in- 
timately acquainted. It is difficult to see how 
anyone engaged in economic research in areas 
bearing directly or incidentally on financial 
problems can afford not to have a copy of this 
volume at hand. 

J. Kerru Butters 
Harvard University 


Durable Peace: A Study in American National 
Policy. By Ross J. S. HorrMan. New York: 
Oxford University Press, 1944. Pp. vii+-120. 
$1.75. 


In the first World War, says Fordham Uni- 
versity’s Professor Hoffman, we fought “with 
our conceptions blurring our perceptions.” In 
this essay the effort is to penetrate the fog cre- 
ated by 1,001 utopian plans for permanent 
peace in order to discover the road to a peace 
which, whether permanent or not, will at least 
be durable. 

Continued, responsible participation by the 
United States in world affairs is best assured, he 
believes, by de-emphasizing the “great crusade” 
aspect of our policy and by demonstrating that 
such participation is in the American national 
interest. Those who cry for “a people’s peace” 
are reminded that this war is, in President 
Roosevelt’s words, “a war for survival.” It is 
a war not to establish the kingdom of heaven on 
earth but to avoid losing a tolerably good world. 
It is for this reason that if Dr. Hoffman has to 
choose between the Four Freedoms “every- 
where in the world” and the alliance between 
Russia and the Western powers, he would 


choose the latter. The chances of preserving the 
Russian alliance, he holds, will be much im- 
proved if we seek to discover “‘specific, common 
objectives” which we share with them and 
which would lead to “a pragmatic, non-ideologi- 
cal, non-revolutionary settlement of Europe.” 
So far, so good. 

When, however, he turns to the concrete 
problems of Europe, he finds that such specific, 
common objectives as have so far been dis- 
covered in our negotiations with the Kremlin 
are all wrong. The Declaration regarding 
Italy, with its promise to destroy every vestige 
of fascism, was a mistake. We must deny our- 
selves the luxury of imposing democracy on an 
unwilling people. The promise of independence 
to Austria was also a terrific blunder. It will in- 
terfere with the reconstitution of the Austro- 
Hungarian Empire. For that matter, so does 
our support of Czechoslovak democracy and 
Yugoslav unity, for the author would bring 
Bohemia, Moravia, and Catholic Croatia all 
within the boundaries of his Central European 
colossus. 

There are kind words for that “great and 
good patriot,”’ Badoglio, and for that “first-class 
political thinker,” the professor-dictator Sala- 
zar. All this is preliminary to the crowning pro- 
posal—to base American policy on the unity of 
interest which is said to bind together in “a 
great republic’”’ the politically free communities 
of Western Christendom, which are the tempor- 
al heirs of Rome. For an Anglo-American front 
he would substitute an Anglo—Iberian—-French- 
Low Countries—Scandinavian—American front. 
This great Christian coalition would, he hopes, 
work constructively with that Eastern aggre- 
gation of power centered at Moscow, which is 
said to be the heir of Byzantium. Or would the 
existence of such a coalition give new grounds 
for Soviet fear of encirclement and thus provoke 
Comrade Stalin into a state of complete in- 
transigence? 

Wurm T. R. Fox 


Institute of International Studies 
Yale University 
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